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

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

current events, portfolio performance, and event scenarios, and their subsequent 

implication on world equity markets and my investment strategies.  

 

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

money.   
 

Please keep in mind that I am an amateur investor and this document is a hobby for me.  

Any thoughts and concepts should be treated as such.  Please consult a professional 

financial advisor before you make any investment decisions regarding your investment 

ideas, goals, and strategies.  Continue reading this document at your own risk… 

 
Please read this before continuing! 
 
This report is neither an offer nor recommendation to buy or sell any security. I hold no 
investment licenses and are thus neither licensed nor qualified to provide investment advice. The 
content in this report is not provided to any individual with a view toward their individual 
circumstances.  
 
Do NOT ever purchase any security or investment without doing your own and sufficient 
research. This document contains forward looking statements.  Because events and 
circumstances frequently do not occur as expected, there will likely be differences between the 
any predictions and actual results. Always consult a real licensed investment professional before 
making any investment decision. Be extremely careful, investing in securities carries a high 
degree of risk; you may likely lose some or all of the investment.  
 
The material presented herein is for informational purposes only, is not guaranteed to be correct, 
complete, up to date, and does not constitute legal, tax, or investment advice.  While all 
information is believed to be reliable, it is not guaranteed by me to be accurate. Individuals should 
assume that all information contained in this document is not trustworthy unless verified by their 
own independent research. This report may contain numerous errors and the opinions may 
change without notice.  Past performance is not an indication of future results.    
 
In plain English, I am NOT giving you investment, tax, or legal advice. 

 

Regards, 

 

Mark Rush 

http://traderwasteland.wordpress.com/ 

 

This document may be distributed to anyone free of charge as long as it is provided in an 

unaltered form.  I reserve all Intellectual Property Rights of this document. 

http://traderwasteland.wordpress.com/
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Introduction 

 

Greetings from 1800 feet, 

 

This issue has been reformatted a little bit and hopefully it will make it flow a little better.  

I had some free time during June of this year so I got to spend a little more quality time 

on the report this time around.  I felt like it was getting a bit into a rut with too much 

recycled material and it feels good to put out an unrushed edition for a change.  I still find 

it hard to believe that I have been putting this report out for over 7 years now. 

 

I have misjudged the market so far this year and have paid the price in my performance.  

I am still sitting in mostly cash but I have missed a major stock market move up.  At this 

point I plan to continue to sit it out for a few more months but wouldn’t be surprised if 

this market were to continue up without me.   I am still stubbornly (wisely?) sticking to 

my convictions thinking the headwinds from earlier this year may still yet produce a mild 

pullback so I can get into the market.  A piece of wisdom I have ignored for the past few 

months is the phase “Don’t fight the Fed”.  I have been in cash while the Federal Reserve 

has been printing it relentlessly eroding my wealth. 

 

I do believe some of the recent moves in the market are justified, I am finding more and 

more things to be optimistic about for the first time in a few years.  From housing price 

increases to tax receipts being higher than anticipated.  If Europe and China can stabilize 

then the crisis may be only a couple of years from being officially over. 

 

On another note, I am still astonished at the data collection that is going on by our 

government, as a law abiding citizen, I am a  more than a little concerned about so much 

data being collected on so many people.  Not by so much about what is happening now 

but I have concerns what this will morph into in the coming decades.  George Orwell 

didn’t foresee metadata and a 5 Zetabyte storage facility (that is equal to one large 

desktop size hard drive for every man, woman, and child on the planet).  I am already 

perturbed how Amazon can predict my behavior by suggesting items that I may want to 

purchase or how Facebook can recommend “somebody I used to know” as a potential 

friend.  With this much data in existence will people someday be arrested because of a 

probability they may commit a (thought) crime based on a predictive algorithm?   

 

It seems to me that I am the only person that is actually troubled by this revelation. 

Although I’m unhappy with situation, I suspect that I will be keeping all my modern 

conveniences such as credit cards, internet, and mobile devices that create all this e-data.  

I have little choice if I want to live in the digital world and regrettably my privacy is the 

price I am forced to pay to stay connected to the e-world.  I value my privacy but I have 

no compelling desire to move to Amish country to learn how to use a horse and plow.   

 

Regards, 

 

Mark Rush (file# SSBN640ET2SS) 

Yellow Spring, WV (39.190556,-78.516933) 

 

You can follow my latest thoughts on http://traderwasteland.wordpress.com/ 

http://traderwasteland.wordpress.com/
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Chapter 1 

The Basics 
 

Over the past couple of years I’ve been asked by various people “How do you afford your 

Rock 'n' Roll lifestyle” and to show them what I do and how I make a living.  From the 

outside it may seem to some that I don’t spend much time running my “business” and 

therefore I must have some kind of magic formula, clandestine system, or secret 

connections that I’m not willing to share with my newest closest friends…  In this 

episode I am going to explain how I make a living…   

 

First, I spend a vast majority of my time just keeping informed and then analyzing the 

macroeconomic trends, the markets, and individual companies.  Most of my “work” 

involves knowing what is going on in the world and the impacts to the markets of those 

developments.  I typically spend at least 2-6 hours each day (including weekends) just 

trying to keep up on what is going on in the world (which includes outside my city, state, 

country, and industry).  Below I have listed my primary information sources in order of 

importance to me. 

 

News/data Sources:   

 

Fast Money: Advanced – CNBC M-F 5PM EPT and podcast. This is probably the most 

comprehensive show for investing/trading on and should not be missed by any serious 

investors.  I recommend the podcast if you miss a show.  The first 20 minutes are critical. 

 

Economist: Intermediate – Weekly Magazine. Everyone should have a subscription to 

economist no matter who they are or what they do for a living.  For about $2 a week it is 

the most in-depth news from around the world.  It can be difficult to finish an issue in a 

week but they also provide a free (with your paid subscription) word for word audio 

download of the entire magazine each week along with an ipad version.  I haven’t used 

my paper copy in years and only tend to use the iPad and audio versions.  Since I drive a 

lot, I now download the Economist to my iPhone each week and listen to it whenever I 

drive.  The downside to the economist is that it seems to take about 2-3 weeks to get 

through a weekly magazine.  Very solid global news source, highly recommended. 

 

The Week Magazine: Very Basic – Weekly Magazine.  I no longer subscribe to this 

magazine since I am “plugged in” to so much other news.  When I use to work this 

magazine was a lifesaver.  You can cover all the major weekly general news in the world 

in about 15-30 minutes of easy reading.  Online subscription to iPad is available. 

 

Mad Money w/ Jim Cramer:  Basic – CNBC M-F 6/11PM EPT and podcast. I have so 

many criticisms about this guy that I could write a book about it (and many others have).  

Never every take any advice from this showman!!!  Then how do I end up watching and 

recommend watching this show?  The first 15 minutes is a very good summary of the 

day’s events that are well boiled down and concise.  He also takes the time to give a good 

macroeconomic summary.  My cable box is set to auto tune to another channel after 30 

minutes of his show, just in case I forget to change the channel after 15 minutes when the 

bad 45 minutes of the show starts.  If you only have 15-30 minutes a day to update 
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yourself on the markets, this is a good source. DO NOT every take any investing advice 

from this entertainer!!  Just watch it for a market recap and general information… 

 

Options Action:  Very Advanced – CNBC Friday 5:30 EPT and podcast. This show has 

some good ideas when it comes to options and should only be used by people well versed 

in options.  They make options look easy, so is losing money on complex instruments. 

 

Bloomberg iPad/iPhone app: Basic – free. It’s usually the first thing I look at each 

morning or if I get up in the middle of the night.  News updates along near real-time 

updates of Futures, FX, and commodities prices for all major markets around the world. 

 

Market Watch:  Basic - Web, free, good news updates. 

 

Google News: Very Basic – Web, Free, tunable, Headlines. 

 

ABC Evening News: Very Basic, Free, podcast.  Yes, I still watch the evening news to 

get other news items that the business news channels may not cover.  I don’t care for 

CNN, MSNBC, or Fox because they spend more time interpreting the news for you 

instead of reporting it. 

 

CNBC:  Intermediate - Mostly worthless once the market opens but good market 

discussions prior to 9am.  Once the market opens, this channel just becomes a market 

cheerleading show with little serious content.  If I am home during the market hours it is 

on because a few times a year I learn something that makes me money from this source. 

 

Bloomberg Radio:  Intermediate – Free iPhone app. It is worth listening to during market 

hours with in depth discussions with fund managers, mostly worthless after the market 

closes.  I tend to listen to this when I am driving during market hours if I am not listening 

to the Economist.   

 

Twitter: It depends on who you follow and how you tune it.  It took me about a year of 

adding and deleting people but I have managed to turn Twitter into a near real-time stock 

market news feed with a good filter for catching what is important and eliminating 

(some)  less important stuff.  You can look at my account on Twitter to see who I follow 

@MarketRush. 

 

Business Insider – 10 things you need to know before the opening bell: Basic – Daily 

email.  This is a nice quick summery of the top 10 things that may affect the market each 

day. https://www.businessinsider.com/register?action=newsletters&first=newsletters 

 

Data Sources 

 

Yahoo Finance: Intermediate – Web, Free.  I do probably >75% of my research on the 

website.  The data is so-so but I have been using it so long and you can get charts, 

earnings estimates, news, and many other raw data that you can find most of what you 

need on individual stocks here. 

 

Barchart: Intermediate – Web, Free. I do most of my charting and technical analysis on 

this webpage. ~ 15% of my research time is spent on this site. 

https://www.businessinsider.com/register?action=newsletters&first=newsletters
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Fidelity: Intermediate – Web, Free to customers.  They have a decent amount of research 

report.  A little more detailed data but harder to use than Yahoo, it is adequate if more 

depth is needed on a specific company.  Free customer Webinars, great customer support 

for “Private Client Group” customers, but not so much with the “standard level” support 

people.   

 

Death of the Day Trader 

 

Next, people ask me if make a living as a “day trader” and my answer is “I’m the exact 

opposite of a day trader” so once I got the response “so, then you’re a night trader??”  Let 

us define what a day trader is to start.  A Day trader is someone who speculation in the 

market within the same trading day, such that all positions are usually closed at the end of 

the day.  Generally, day traders use a lot of leverage borrowing up to 3-10 times the about 

of money they have in their account but pays it all back at the end of the trading day. 

 

The successful independent “day trader” was a myth was created in the late 90’s that is 

all but extinct today.  In the late 90’s the stock market was moving up rapidly and many 

people believed they had the skills necessary to quit their “day job” and just make a 

living day trading.  Now if you were one of those people you would be buying in the 

morning and selling at the end of the day would have, on average, met the market gains 

less commissions.  Now let’s add to this most day traders we playing the “dot com” 

stocks and at the time these stocks were way outperforming the market, so if you were an 

average day trader and you bought every morning and sold at the close each day of these 

rocketing stocks you could easily convince yourself you were some kind of financial 

genius.  Let us suppose the market went up 10%, the “dot com” stocks went up 30%, and 

you were using 4 to 1 leverage, borrowing 4 for everyone you had…  4 times 30%, you 

should make 120%, on average.  This appears to be an attractive way to make a living. 

 

What was actually was happening was a lot of people sucked at this and way 

underperformed the expected returns… BUT, with so many tailwinds at their back they 

still convinced themselves that were super-genius.  “I made 20% last year and the market 

was only up 10%”… My answer was “you sucked at it so bad at this that you ONLY 

made 20% when you should have made 120%”.  It was easy to make money when you 

are highly leveraged and market had such incredible gains. In 2000 the Dotcom bubble 

burst and so did the fortunes of most day traders but for some reason the myth lives on. 

 

Now, let’s add another ominous level to this myth that has developed in the last 10 years.  

Let me introduce you to the world of high speed computer networks employing 

algorithmic, high-frequency trading, and artificial intelligence.  There may have been a 

few good day traders, in the day, but most of their ideas have been codified and put into 

multimillion dollar automated algorithms located in low latency servers next to the stock 

exchanges. These programs see and execute these ideas faster than a human can click on 

a mouse.  By the time the data moves via the normal internet, to your location, you 

visualize it, enter a transaction in your computer, some computer next to the exchange 

has already seen the data and executed it and quite possibly unwound the position while 

you were clicking the mouse.  Yes Virginia, computers are taking over Wall Street.   

 

http://en.wikipedia.org/wiki/High-frequency_trading
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You cannot beat the machines; they are too fast and they are too smart.  Since 2006 

computers could beat the all world’s best human chess players, your smart phone has the 

capability to beat most Grand Masters in chess, and no human, as of yet, can win the 

Kobayashi Maru scenario. This is why today nearly 85% of all stock transactions are 

executed by computers.  As a side note, every video game that you have ever played in 

your life is programmed to let you win, Wall Street computer are programmed to make 

you lose.  Day trading had been completely replaced by very sophisticated machines 

nearly a decade ago and only exists in some mythical fairy tale land of the uniformed.   

 

My Accounts 

 

To keep various strategies organized and due to income tax laws I manage 6 different 

investment accounts (all with the same broker/webpage).  Each account has a different 

strategy and each having a different risk profile from low to outrageous.  My first four 

accounts are taxable accounts the fifth is an IRA and the sixth is a Roth IRA. 

 

 Leveraged trading: Options, spreads, naked puts, ratio spreads, and theta decay 

 Stocks and covered calls – Individual stocks preferably with covered calls 

 CEF, ETFs and covered calls – Markets, metals, industries, sectors, and countries 

 Cash – $US, short term bond funds, foreign exchange currencies (FX) 

 High Income (IRA) – high dividend stocks, REITs, complex tax investments 

 Income ETFs (Roth) – high yield corporate bonds and high yield international 

 

I would consider myself a short-medium term investor and not necessarily a trader; I do a 

lot of research individual stocks and on the global economy (see Chapter One).  Most of 

my investments are at least 6 weeks but most tend to be 6 to 18 months.  I tend to look at 

the world economy as my big picture guide, when the economy is improving I tend to 

want to invest more, when things look shaky I am quick to sell.   

 

I spend a vast majority of the time reading and listing, mostly I implement thoughts I read 

or hear while infrequently come up with “own ideas”.  I listen to all this information and 

occasionally I come across an idea or suggestion I like.  Mostly, I research others 

people’s ideas and look for way to make it better or wait for a better time to get execute 

that idea.  As an example, I invest off and on in Apple so I am always reading opinions 

on that stock and checking the various augments for or against investing.  When I feel it’s 

time to invest I then calculate the best way to get into apple with proper amount of 

leverage (this part is always my idea). 

 

Leverage 

 

I use leverage and by “leverage” I mean the use of various financial instruments or 

borrowed money, such as broker margin, to increase the potential return of an investment. 

An example, you have a $1,000 and you invest in a stock and it goes up by 10% you will 

make $100 but if your broker loaned you a $1000 and you invested all the money (Now 

$2000) in that stock then you would have made $200, you could sell the stock, pay back 

the loan and pocket a 20% gain on a 10% move of the stock. ($1,000 yours + $1000 

borrowed) x 10% = $200.  On the other side if the stock went down 10% you would lose 

borrowed money and need to repay it.  In this case we are using 2:1 leverage.  With 

options it’s possible (but not recommended) to go north of 100:1 leverage. 



Copyright © 2013 by Mark A. Rush 
 

Basically, I am investor using leverage, typically between 5:1 and 15:1 in my leveraged 

trading (options) account but not in all of my accounts.  I use leverage because I need to 

because I have insufficient funds for my lifestyle and I have spent a good part of my life 

managing extreme risk successfully therefore I am better apt to be able to use them 

effectively.  I wish I was in the position that I didn’t need to create extra income but that 

is not the hand that I have at the current time. I am dead set against anyone, with few 

exceptions, using any kind of leverage and my use of leverage has the potential to leave 

me completely broke someday. 

 

Things I look for in an individual stock 

 

I tend to look for companies with low forward Price to Earnings ratios (Forward P/E) and 

find those on Yahoo finance.  I prefer to invest in companies with Forward P/E of 10 or 

less (company is projected to make a 10%+ return on my investment).  I also like to own 

companies that have a strong long term dividend typically shoot for 4% or higher.  Since 

I traded commodities professionally for many years I tend to invest in companies that 

produce metals, energy, and other commodities.  I feel like I tend to understand these 

industries better than the general public and able to stomach the gyrations better. 

 

I also like to dabble in what I like to call “emotional arbitrage”.  Humans tend to buy and 

sell on emotions and computer tend to follow trends, so if humans start to sell (buy) 

something based on headlines, the computers tend to pick up on this trend and exacerbate 

some short term selling (buying).  In effect, amplify the response to things that may have 

little long term consequences for the company.  It’s my job to “think” about the real long 

term impact of any piece of given “news” and see if it will be a forgotten memory in a 

day, week, month or year from now.  The investment public has a short collective 

attention span.  It’s usually good to wait a few weeks after a “devastating” story comes 

out about a company and then buy into the “oversold” condition. 

 

Technical analysis:  

 

The other thing I feel like I am reasonably good at (from staring at charts for 15 years) is 

technical analysis.  This is the art and science of determining pattern in to deduce a better 

time to buy or sell stock.  There are many computer programs that look at these “clues” 

but luckily for me they are more focused on shorter term trends. 

 

Options: 

 

I use options extensively but I don’t recommend them for anyone who hasn’t used them 

professionally and then only to about 10% of the people in that group.  I have an 

engineering degree that gives me a solid mathematical background to understand these 

instruments.  My background in Electrical Engineering taught me how to think in 5 

dimensions (Real and Imaginary number system that mimics intrinsic and extrinsic 

options value) and I spent nearly 10 years in the nuclear industry that gives me certain 

insights into the time decay of options similar to the radioactive decay of radioisotopes.  

Dynamite is a useful tool in the hands of professional it is deadly in the hands of those 

who think they know it is to be used.  Options are financial dynamite. 
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Selling covered calls 

 

This is one of the best uses of options and most marginally competent professional 

money managers are able to use this strategy reasonably effectively.  Without getting into 

too much detail, many of the machines out there need options to fuel their algorithms that 

harvest volatility, one basic method is called “delta hedging”.  They will pay for out of 

the money options that are expected to expire worthless but within these instruments they 

create a highly leveraged phantom positions that machines can use to make money, in 

essence they buy things that are likely to become worthless and I sell it to them.  The 

covered call strategy is selling these options for stocks that you already own.  The risk is 

lower because you would have reduced volatility since the stock owned and the options 

that were sold tend to move in opposite directions (less theta decay in your favor).   

 

Theta decay: 

 

This is the mathematical function that states that as options moves toward its expiration 

date it will become less valuable.  If I had an option to buy a stock at today’s prices a 

year from now, that option is worth more than an option that expires tomorrow.  I tend to 

sell out of the money naked puts, naked calls, or spreads to generate income in this area. 

 

Shorting Stocks: 

 

This is the time honored traditions of selling stocks that you don’t own.  Yes it is legal, 

first you need to get a “borrow” from your broker.  Your broker will borrow shares from 

someone else’s account loan them to you so you can sell the shares.  The idea is you sell 

them today and buy them back later at a lower price.  I tend to avoid shorting stuff, not 

that I have anything against it but I have found that I suck at it and I generally lose 

money, so I try to do less of what I seem to suck at. 

 

Didn’t you say computers have eliminated the human trader? 

 

For now there are things that computers don’t fully understand (mostly human emotion) 

but they are getting better at it.   I tend to eyeball most investments and run very few 

spreadsheets (mostly to track performance) or programs. I buy things that I think are 

cheap, look at forward expectations, think about the future likely prospects, look at a 1 

year and 5 year chart, then leverage up the stocks I like and sell them when something 

else looks cheaper.  I rely mostly on intuition and instinct and my actual time doing 

transactions is less than 15 minutes a week.  Most investment professionals would agree 

my methods are crude at best and only slightly better than educated guesses.  Eventfully 

the machines will catch up to me, and then I will turn my money over to them to manage. 

 

But I don’t have time to do all these things, just email me every time you do something. 

 
I hold no investment licenses and are thus neither licensed nor qualified to provide anyone any 

kind of investment advice. I have no desire to spend my remaining days in Federal Prison 
because I was helping a friend…
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Chapter 2 

Considerations 
 

 

Quantitative Easing (QE) 

 

The Federal Reserve has indicated that it may start tapering the amount of US Bonds it 

will be purchasing going forward.  Translation: The US may be slowing or stopping the 

printing of money.  This is a major policy change.  Just on this statement alone, interest 

rates have gone way up, the value or the dollar has risen, the stock market has weakened, 

and gold has fallen.  This policy will tend to make the dollar worth more; therefore other 

things not US dollars will be worth less such as stocks, foreign currencies, and metals. 

 

This is potentially the biggest change in the market since the beginning of the crisis.  It 

means rates are likely to start going up and on a risk adjusted basis stocks may need to 

come down.  With the S&P 500 yielding around 2% and 10 Year Treasuries now yielding 

around 2.5%, it will be natural for some people to want to sell “risk” at 2% yield and buy 

“safety” at 2.5% yield.  In other words, some people may sell stocks because they are too 

high relative to bonds tending to put pressure on the stock markets.   

 

Interest Rates 

 

With the prospect for the Federal Reserve buying fewer bonds and this has produced 

higher interest rates.  Most notably 10 Year Treasuries are now over 2.5% up from a low 

of 1.5% while 30 year fixed mortgages are now well above 4%.  If the economy softens 

Treasuries will head below 2% again and if there is a long term recovery in place and the 

Fed undoes QE then the 10 year Treasuries may be heading north of 4% with mortgages 

going over 6%.  Of course this is a negative for the economy but it creates less price 

distortions (inefficiency).  The higher dollar will make our goods and services less 

competitive in the world markets while making our imports cheaper.   

 

        10 year US Treasuries yields 
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Gold Falling 

 

I haven’t been a fan of metals and since the late last year and even less so with the 

potential end to QE.  With QE ending and a strengthening dollar, I would expect metals 

to continue to drop since they are a competing store of value against paper currencies.  I 

believe it would be relatively easy for gold to drop another 20% so I am avoiding metals 

at this point, but watching for a “bottom”.  If we get near $1000/ounce I would be a buyer 

and closer to $800 I would be a massive buyer.  I like silver around $15. 

 

China 

 

Things may be getting tougher in China, there are signs that they may be in the early 

stages of potential slow down.  The Chinese equivalent to London Interbank Offered Rate 

(LIBOR) is Shanghai Interbank Offered Rates (SHIBOR) and that has had some recent 

serious disruptions until the government stepped in to restore liquidity.  Overnight bank 

rates jumped form ~3% to as high as 25%.  In our 2008 crisis the overnight rate was the 

first indicator to our banking crisis.  I’m not overly concerned at this point but China does 

merit much more scrutiny going forward.  I will be spending much more time reading 

Chinese tea leaves henceforth. 

 

            SHIBOR 

 
Other signs that there may be serious issues in China is the trend it the stock market there 

(below chart).  The market has been on a slide since the beginning of the year continuing 

the well-defined down trend going back to 2010.  From the January peak to recent lows 

this market is down more than 20%.  These two charts are the biggest “red flag” in this 

report and it deserves serious consideration.   

                               

 Shanghai Class “A” Stock Index   
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Other problems with the Chinese economy include it seems to be slowing but even this 

means China is “only” growing 3 times faster than the US economy but this is still half as 

fast as it once did.  Also the Chinese Yuan has appreciated by 4% in the past year, cutting 

into their cheap currency advantage.  China has vast potential but has some restructuring 

ahead of it.  I would like to invest there due to higher growth and long term potential but 

the shares have been falling for the past 3 years.  Someday China investments will again 

be the deal of a lifetime, but I don’t think that day is today. 

 

Japan 

 

Japanese Prime Minister Abe's has embarked on a massive gamble to revive Japan’s 

economy that has been given the name of Abenomics.  This policy includes a Hail Mary 

attempt of devaluing the Yen, increased government deficient spending and pro-growth 

policies. In the short run these actions may be working but the unintended consequences 

are potentially large.  The Nikkei average is up ~50% since implementation but half of 

that gain is lost here due to the weaker Yen but we get a 20% gain in terms of US dollars. 

 

 
 
 

Global Social Unrest 

 

We seem to be having demonstration all around the world these days. The big ones have 

been in Greece, Brazil, Turkey, and Egypt to name just a few.  It is worth mentioning a 

few have toppled governments and led to violence (Libya, Egypt, and Syria).  I am not 

sure if this is a trend but it catches on in India, China, Mexico or some other larger 

country it could have serious consequences.  

 

US 

 

I have been watching signs for recession here in the US due to higher taxes, healthcare 

reform, sequestration, monetary policy (higher interest rates).   Thus far it seems that the 

economy is improving despite the headwinds.  It may be time to move off of this theme 

and assume we are doing better than the rest of the world and in an outright recovery. 
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Chapter 3 

The Fundamentals 

 
Economic Projections 

 

It is time to review world events applying my “opinion” based on absolutely nothing 

other than my limited understanding of how the world works.  Headline predictions are 

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

 

US Economic Indicators (my forecast)  

 

US Gross National Product (GDP) Growth < +1.5% for 2013  

 

I am closely watching economy in this year for signs of a drag from higher taxes and 

Obamacare implementation.  This could slow growth later this year and issues in Europe 

and Far East may drag on the US exports.  The US grew at a 1.8% annualized pace in the 

first quarter and the economy is outperforming my expectations. 

 

The economy seems to be weak but growing 

 

Unemployment of stays > 7.0% at the end of 2013 

 

The economy needs to retool itself before the unemployment rate will fall but the trend 

seems to be positive.  We can debate if it is real jobs or people dropping out workforce.  I 

expect more effects in 2013 due to more people dropping out of the workforce (like me) 

and not getting real jobs.  Over 9.46 million people have dropped out of the labor force 

since 2009.  Interestingly enough, 5.7 million more are on disability now at 8.8 million 

people and 15 million more on food stamps for a total of 46 million since 2009. 

 

 
 

The latest number (June) was 7.6%  

 

Unemployment is very high but falling 
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Federal Reserve keeps interest rates steady in 2013 

 

The Fed has stated it will keep rates low until at least mid-2015.  Has indicated it will 

slow QE and rates are likely to start rising without an artificial push down. 

 

 
 

Low rates are good for the market… 

 

Inflation < 2.5% in 2013 

 

The FTTM money supply has gone from $2T in 2000 to over $13T today with a 600% 

increase (black line, left scale).   The rate of money creation has slowed (blue, right) and 

this should stabilize.  It will be interesting to see what happens when the Fed stops 

printing money. 

 

 
 

Currently we are not experiencing inflation  
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S&P 500 index < 1425 at the end of 2013 

 

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

institutions) compared to other recessions.  I expected a low of 1150 midyear and a high 

of 1500 on the S&P 500 this year and something in between by the end of the year. 

Current level was 1606 as the end of June.  I am 12% over my prediction and almost 7% 

over my high end target.   My prediction was wrong… 

 

Stable Real Estate prices (ave home >160k) in 2013 

 

The average house is now up to $159,000.  The 30 year mortgage rate is at 4.20%.  I was 

surprised by the jump in prices and rates.  Real estate prices are still historically cheap 

and may never be much cheaper and rates may never be much lower.  Home 

“affordability” is currently high but losing ground with higher rates and prices.   

 

                          National average House Values 
 

 
             

                          National average Mortgage Rates 
 

 

 

Housing prices are increasing and interest rates but are low but rising… 
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>$0.95 Trillion Dollars budget deficit for FY 2013 

 

CBO latest estimates for 2013 that ends on Sept. 30, will fall to about $642 billion.  I 
still think it needs to go lower but it is no longer disastrous and out of control.  I am 
turning this signal to neutral for the first time in 4 years…. 
 

The two big items are expenditures have fallen for the Bailout programs including the 

Troubled Asset Relief Program (TARP), Fannie Mae, Freddie Mac and the Federal 

Housing Administration.  Payments to Fannie Mae and Freddie Mac also came in $25 

billion under year ago levels, the CBO said, while spending by the Federal Housing 

Administration fell by $6 billion as the agency increased insurance premiums. Other 

spending reductions included a $28 billion drop in defense spending and a $17 billion 

decline in outlays for unemployment benefits. Then there has been a 15% increase in 

federal revenue that is also helping. 

 

These are all signs that despite headwinds the economy is recovering. 

 
Deficits are approaching more manageable levels. 
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Chapter 4 

The Technical Indicators 
 

Technical analysis is the attempt to forecast the future direction of prices through the 

study of past market data.  I use Barchart (http://www.barchart.com/ ) to come up with a 

final “objective” opinion of an investment.  Its primary ability (flaw) is that it tries to 

predict the future by interpolating from the past performance.  One phrase does come to 

mind, “Past performance is not an indication of future results” although this is exactly what 

these calculations try to do. 

 

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

 

US Stock           1/1/13 3/31/13         6/30/13 Link                           

SPY      -8%  +96%   -24%  http://www.barchart.com/opinions/etf/SPY  

QQQQ                -40% +80%   -32%  http://www.barchart.com/opinions/etf/QQQ 

IWM                  +48% +48%   +24%  http://www.barchart.com/opinions/etf/IWM  

  

International  

EFA                     +88% +24%   -80%  http://www.barchart.com/opinions/etf/EFA 

EEM                    +100% -48%   -56%  http://www.barchart.com/opinions/etf/EEM  

   

Bonds       1/1/13 3/31/13         6/30/13 Link                           

TLT                     -72%   0%   -72%  http://www.barchart.com/opinions/etf/TLT  

SHY                    -40% +96%   -88%  http://www.barchart.com/opinions/etf/SHY  
   
Gold/Oil/Dollar Index/Euro/Yen 

GLD                     -72% -40%   -96%  http://www.barchart.com/opinions/etf/GLD  

USO                     +40% +72%   +24%  http://www.barchart.com/opinions/etf/USO  

UUP                     -16% +88%   +48%  http://www.barchart.com/opinions/etf/UUP  

FXE                     +72% -80%   -48%  http://www.barchart.com/opinions/etf/FXE  

FXY                     -100% -16%   -56%  http://www.barchart.com/opinions/etf/FXY  

   

Volatility Index 

VIX index            +80%         -48%  +32%        http://www.barchart.com/opinions/stocks/$VIX  

 

More or less all indicators are pessimistic (bearish).  The only exceptions are the Small 

Cap index (IWM) along with Oil (USO), Dollar index (UUP), and the Volatility index 

(VIX).  Oil is higher due to some global unrest along with the strength in the dollar.  The 

Dollar is also potential gaining on the ending of QE.  I can’t explain the behavior of the 

Small Stock (IWM) Fund but I but this ETF keeps going up and has decoupled from the 

S&P 500.  All these indexes are bearish and saying to get out of the market and get into 

US dollars.  Notice how Gold, Bonds, and foreign currencies are also bearish.  

 

Also the “predictor” says Volatility is going to increase and that is generally a bad sign 

for the market.

http://www.barchart.com/
http://www.barchart.com/opinions/etf/SPY
http://www.barchart.com/opinions/etf/QQQ
http://www.barchart.com/opinions/etf/IWM
http://www.barchart.com/opinions/etf/EFA
http://www.barchart.com/opinions/etf/EEM
http://www.barchart.com/opinions/etf/TLT
http://www.barchart.com/opinions/etf/SHY
http://www.barchart.com/opinions/etf/GLD
http://www.barchart.com/opinions/etf/USO
http://www.barchart.com/opinions/etf/UUP
http://www.barchart.com/opinions/etf/FXE
http://www.barchart.com/opinions/etf/FXY
http://www.barchart.com/opinions/stocks/$VIX
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Volatility  

Volatility Chart (market fear index) 

 

 
 

The Volatility index (VIX) can be thought of as the US stock market fear indicator and 

the lower it is the lower the fear in the market.  This indicator is one of the more valuable 

tools to evaluate what implied risk is in the market at any given point in time.  It is 

showing that fear low but trending up a bit as of late.  To be watched. 

 

Ted Spread… 

       TED Spread 

 
 

The US Treasury vs. Eurodollar spread (TED) is the Bond market fear index.  Currently 

this index is unremarkable.  I believe the SHIBOR index is more of a potential leading 

indicator.  Below are the unremarkable (<5%) Spanish bond rates, just to keep an eye on 

Europe. 

  Spanish 10 Year Yield 
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Chapter 6 

Macro Views 
 

US Economy 

 

The US economy seems to be the least troubling of the major economies.  It has 

stabilized and is potentially recovering despite higher taxes, poor political priorities, and 

sequestration.  Implementation of Obamacare next year may delay a full recovery.  I 

wouldn’t expect unemployment to be under 5% until 2016 without major policy shifts.  I 

am still concerned about taxes, sequestration, gridlock, Federal Reserve tapering, poor 

political direction/choices, and confusion about healthcare will create a moderate drag on 

the economy for the next 18 months. Despite all this, things appear to be improving here. 

 

Europe 

 

Until there is some sort of fundamental change in labor attitudes and entitlement 

payments (unlikely), Europe will continue to be weak and will remain so for the 

foreseeable future.  I will avoid any large new investments in Europe for the foreseeable 

future.  Although the German imposed austerity may eventually induce a European 

restructuring of expectations it is unlikely to yield much fruit in the short term. 

 

On a valuation perspective, European stocks are cheap compared to the US (and riskier).  

Europe may be stabilizing and adapting to the new world order.  I tend to dabble in Swiss 

banks and if we were to have a major pullback in Europe I would be willing to go bargain 

shopping in selected countries and industries. 

 

China 

 

See Chapter 2 

 

The US Dollar and Bonds  

 

I did not (do not) own any US Government bonds because I thought (think) the rates were 

(are) too low and thought they were going to stay there for the foreseeable future.  I still 

think they are low on a historical perspective but they are now a little more interesting, 

just not enough for me to invest in yet.  I am thinking that inflation could be benign over 

the next 18 months and rate should stabilize.  Currently I like US dollar for Safety 

reasons or very short dated bonds. 

 

Muni bonds 

 

The yields here are higher than US Treasuries and tax free.  I could understand why 

someone would buy selected muni bonds that have a low potential for default.  I currently 

have no need for tax free income so I will not be looking in this area. 

 

I do not own any muni bonds nor will I purchase any.   
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Corporate Bonds 

 

Corporate bonds have a higher yield than Government bonds but I have always tended to 

shy away from all “fixed” income assets.  I bought and now own a small amount of high 

yield corporate bonds this year (JNK) for its higher yield to put in my Roth IRA account 

creating a deferred tax free income for the future.   

 

I own corporate Junk Bond ETF (JNK)  

 

Financial stocks 

 

I may be tempted to nibble on a few European names later this year if the economy 

continues to merely stay stable because of the low P/E in this area.  I am pondering 

buying some Barclay’s (BCS) and Deutsche Bank (DB).   

 

Oil/Energy 

 

The resurgence of oil and gas production in the US and the global spread of 

unconventional (fracking) gas production are major in factors changing the world energy 

landscape.   Because of our advanced drilling technology (hydraulic fracturing) and these 

technologies are migrating from natural gas into oil production.  As this occurs this will 

put significant pressure on the price of crude oil but it will many years to ramp up this 

production.   

 

I like oil for next few years but not as enthusiastically as I once did because of fracking.  I 

don’t think BP is the safest way to play oil but the high dividend (cheaper call options) 

and its low P/E intrigues me.  I also like China Petroleum (SNP) with its low P/E and 

high dividend but do not own any currently oil shares since believe in a stronger dollar. 

 

I am shying away from energy until crude comes back down under $90. 

 

US Stocks 

 

A reduction in QE, stronger dollar, higher yield on bonds, and falling S&P earnings will 

likely hurt the US stock market later this year.  I am mostly in cash right now. 

 

Emerging markets 

 

These markets are under pressure and will continue to do so with a stronger dollar.  

Eventually I will be looking at Emerging Markets ETF (EEM) again and will be looking 

for the courage to pull the trigger.   

 

Technology 

 

Always an interesting place to invest due to volatility and potential high rewards, I am 

thinking about a stab at Apple again and did a Hail-Mary on Zynga when they sacked the 

old CEO.  I have mostly trimmed my positions on Facebook. 

 

I am dabbling in Tech  
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Cash and its proxies 

 

The dollar has been strong and I plan to stay in this arena for the next 3-4 months. 

 

Gold/Platinum 

 

See chapter 2:  Someday gold will bottom and at that time I am going to be playing the 

gold miners this year since they are cheap and probably get cheaper.  I own Barrack Gold 

ABX and looking to buy the Gold Miners ETF (GDX) eventually. 

 

Real Estate 

  

I have been a fan of real estate since not long after the crisis.  A big part of that thought 

was my belief that the Fed was going to force this asset class up relentlessly until it 

forced a recovery.  Five years later and they may have finally succeeded along with help 

from a natural recovery.  I believe the last couple of years may have been the low for 

home affordability (how much house you get per dollar of mortgage) but values are still 

good and likely to be good for long time.  I always wanted to find a way to invest but I 

never did find a good way to get in although I toyed with buying a larger home in 

Colorado. 

 

Options 

 

Volatility seems to be relatively cheap but it could get cheaper.  I am playing with some 

shorter term income producing schemes these days. 

 

Earnings 

 

S&P 500 earnings estimates have been coming down for later in the year.  This is a 

negative.  With new competition from bonds this could push stocks down. 

 

Stock market cycles 

 

I didn’t follow my own rules this year and got out of the market way too early when I 

should have “sold in May”.  Just because I didn’t stay in long enough alone isn’t a good 

enough reason to jump back in recklessly. I have missed out on a big gain but I am still 

planning to wait until the end of October to reestablish my long positions.  It sucks not to 

be making money but at least I get to enjoy the summer. 
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Chapter 6 

Value Stocks 

 
Here is a quick list of the some stocks that I follow that I think are cheap.  I also show the 

expected yield in ’14, it’s expected earning in ’14 verses its current stock price (i.e. return 

on investment), and for those who prefer P/E ratios I have included those also.  With 10 

year Treasuries at 2.4% I find this a better place to invest. 

Stock Symbol Yield 
Est. '14 Return on 
Investment (E/P) 

'14 P/E 

Apple AAPL 3.10% 10.65% 9.39 

Barclay's BCS 1.40% 17.33% 5.77 

BP BP 5.20% 13.83% 7.23 

Deutsche Bank DB 0.0% 17.15% 5.83 

Freeport McMoran FCX 4.5% 12.95% 7.72 

Google GOOG 0.0% 6.00% 16.64 

Hospitality Properties Trust  HPT 7.20% 11.72% 8.53 

ING ING 0.0% 19.08% 5.24 

KKR Financial Holdings KFN 8.00% 17.73% 5.64 

Kohlberg Kravis Roberts  KKR 5.50% 12.12% 8.25 

Rio Tinto RIO 4.50% 13.79% 7.25 

Royal Bank of Canada RY 4.10% 10.08% 9.92 

China Petroleum  SNP 6.3% 15.24% 6.56 

Transocean RIG 4.7% 12.69% 7.88 

     

Just because I missed the bottom doesn’t mean these stocks aren’t still compelling values.  

I suspect that this list will be longer in the coming months.  A lot of the 

Gold/mineral/commodities/oil stocks are on the list and I’m not so sure they should be 

included since these sectors have been going down a lot in the last few months.  The most 

intriguing to me are the European banks, China Petroleum, KKR Financial Holdings.  

The dividend in Apple makes it appealing again. 
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Chapter 7 

Mark’s Model ETF Portfolio 
 

Asset reallocation 

A general guideline for 4 portfolios, each with varying riskiness while using just 12 (or 

less) Exchange Traded Funds (ETF).   

Risk Profile  Low Balanced Growth Aggressive 

US Large Cap: 20% 30% 40% 30% 

US Small Cap: 10% 10% 20% 30% 

International: 10% 20% 30% 40% 

Fixed Income: 50% 35% 10% 0% 

Cash: 10% 5% 0% 0% 

   ETF Symbol  % by ETF   

SPY 5% 7.5% 10% 7.5% 

QQQQ 5% 7.5% 10% 7.5% 

DIA 5% 7.5% 10% 7.5% 

VTV 5% 7.5% 10% 7.5% 

IWM 10% 10% 20% 30% 

EFA 5% 10% 15% 20% 

EEM: 5% 10% 15% 20% 

TLT 12.5% 8.75% 2.5% 0% 

IEF 12.5% 8.75% 2.5% 0% 

AGG 12.5% 8.75% 2.5% 0% 

LQD 12.5% 8.75% 2.5% 0% 

SHY 10% 5% 0% 0% 

 

US Large Cap:  

SPY: SPDR S&P Depository Receipts ETF 

QQQQ: NASDAQ 100 Trust Shares ETF 

DIA: SPDR Dow Jones Industrial Average 

VTV: Vanguard Value VIPERs ETF 

US Small Cap: 

IWM: iShares Russell 2000 Index ETF 

International:  

EFA: iShares MSCI “EAFA” Europe, Australia and Far East Index ETF 

EEM: iShares MSCI Emerging Markets Index ETF 

Fixed Income (Bonds): 

TLT: iShares Lehman 20+ Year Treasury Bond ETF 

IEF: iShares Lehman 7-10 Year Treasury Bond ETF 

AGG: iShares Lehman Aggregate Bond ETF 

LQD: iShares GS $ InvesTop Corp Bond ETF 

Cash: 

SHY: iShares Lehman 1-3 Year Treasury bond ETF 



Copyright © 2013 by Mark A. Rush 
 

2013 Returns 

 

Name 

 
 Symbol 12/31/12 

Price 
6/30/13 
Price 

2013 
Gain % 
w/o Div 

2013 
Gain % 
w/ Div 

SPDR S&P Depository Receipts SPY $142.41 $160.42 12.65% 13.72% 

NASDAQ 100 Trust Shares QQQ $65.13 $71.27 9.43% 10.02% 

DIAMONDS Trust DIA $130.58 $148.66 13.85% 15.13% 

Vanguard Value VIPERs VTV $58.80 $67.61 14.98% 16.31% 

iShares Russell 2000 Index IWM $84.32 $97.00 15.04% 15.35% 

iShares MSCI “EAFA” EFA $56.86 $57.30 0.77% 2.80% 

iShares MSCI Emerging Markets EEM $44.35 $38.50 -13.19% -12.08% 

iShares Lehman 20+ Year Treasury  TLT $121.18 $110.44 -8.86% -7.81% 

iShares Lehman 7-10 Year Treasury IEF $107.49 $102.50 -4.64% -4.00% 

iShares Lehman Aggregate Bond AGG $111.08 $107.21 -3.48% -2.51% 

iShares GS $ InvesTop Corp LQD $120.99 $113.65 -6.07% -4.55% 

iShares Lehman 1-3 Year Treasury SHY $84.42 $82.28 -2.53% -2.43% 

 

  

Results for the various “autopilot” portfolios 

 

 

Risk  

Adverse Balanced Growth Aggressive 

’13 Return 1.23% 2.97% 6.72% 6.89% 

’12 Return 8.97% 11.56% 15.30% 16.86% 

’11 Return  7.02% 3.30% -2.52% -6.51% 

’10 Return 11.17% 12.45% 15.53% 16.91% 

’09 Return 11.14% 19.65% 31.48% 36.54% 

’08 Return  -8.18% -18.66% -33.90% -39.60% 

’07 Return 7.82% 9.40% 10.04% 10.45% 

’06 Return 9.72% 13.63% 19.09% 21.83% 

’05 Return 5.49% 7.55% 9.73% 11.77% 

     

Total return since inception 69.25% 73.50% 69.35% 63.87% 

 

This is one of the more interesting outcomes in recent memory, but all portfolios far 

underperformed the S&P 500.  Basically everything was flat or down except US stocks.  

The Aggressive and Growth portfolios were hurt by the international part of the mix 

while the Balanced and Risk adverse were hurt by bond performance. 

 

The failure of all asset classes except US stocks is troublesome.  We may be seeing the 

beginning of a longer term trend of rising interest rates and that will continue to make any 

bond fund underperform. 
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Chapter 8 

The Plan 

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

yesterday.  - Sheldon Natenberg 

 

I’ve been mostly in cash (US dollars) for the past 5 months.  I was thinking the market 

was getting ahead of itself, and frankly I have been very very wrong.  The market has 

marched up despite many headwinds.  I have broken two of major market rules “sell in 

May” and “don’t fight the Fed”.  I will give myself credit; most markets (metals, 

commodities, bonds, emerging market stocks) did perform dismally, except the one 

market I primarily invest in. 

 

I was expecting a mini recession this year based on tax increases (mostly the 2% increase 

on the working), health care reform, and sequestration that if you listen to the popular 

press was supposed to decimate the economy.  It may take a few more months to see the 

effects of these headwinds, so I will maintain my plan to stay in cash until a major market 

sell off or until sometime in late October or early November. 

 

I see some real value around the globe but for now I am staying put with 80% of my 

investments in cash…  Sitting, waiting, secretly hoping things to go poorly to validate my 

own poor choices this year…   

 

My plan is for continued “Risk Off” until November 2013 

 

My predictions for 2012 were very accurate and my accurate predictions made it possible 

to outperform the market in 2012. Unfortunately my crystal ball is dismally off this year.  

I underestimated the strength of the US recovery despite the increased taxes and the 

overhang of the upcoming healthcare reform.  Globally we should have a better year in 

2014 as we start to shrug off some of the current global malaise and I will likely invest 

heavily in international in 2014 due to potentially more compelling valuations overseas.  

My goal for this year is somewhat tempered and will be happy with a minimizing losses 

this year.  I plan to sit it out for as long as 4 more months but my plan will be for me to 

get in various markets this November expecting a year-end rally. 

 

 To Do List 

 

Watch SHIBOR – Things are looking up if China doesn’t implode. 

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

Watch Real estate – there has been large bounce in the past year. 

Don’t fight the Fed – I have been guilty of this as of late and have paid the price. 

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

Research some healthcare stocks such as hospitals and drug companies. 

Look at some smaller companies to find some high Beta opportunities. 

Have my shopping list ready for November.  
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Chapter 9 

Final Thoughts 
 

I suspect the rest of 2013 and 2014 will be much more challenging than in previous years.  

In my view, the world economy was solidifying but Europe continues to flounder, China 

has slowed and may have serious issues, and the US may be overvalued compared to the 

rest of the world.  The US dollar and markets seems to be the standouts so far this year   

 

The biggest tailwind has been billions of people get up every day and create new ideas, 

innovations, and products to add to the world bounty.  The world produces 10% more 

goods and services than it did during the pre-crisis “peak” and that continues to grow 

each year and most likely to continue for the next 2 decades or so. 

 

The Good 

 

 Interest rates are low but may be rising slightly 

 World GDP is projected to be positive in 2013/14 

 New innovations and efficiencies are creating new real wealth 

 US company’s balance sheets are strong, stock market valuations are attractive 

 Housing crisis is not over; but may be recovering, longer term supply will be low 

 US budget deficit/national debt are still excessive but shrinking  

 

The Bad 

 

 High US unemployment 

 People are dropping out of the US labor force 

 Obamacare implementation may be a drag on US economy  

 Slower growth in China and potential debt bubble 

 The European sovereign debt spiral is still in play but stable 

 

The Ugly 

 

 The US Social Security time bomb is still ticking, but that is 20 years away 

 World governance that doesn’t understand basic economics of wealth creation 
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Final thoughts: 

 

We may have been seeing the beginning of the end of this crisis.  Europe is weak but 

more or less stable.  The US housing marketing seems to be recovering and our budget 

deficits are dropping like a rock.  The Federal Reserve seems to think it may be time to 

normalize monetary policy.  If only China can keep its act tougher we could be out of this 

thing in a couple of years. 

 

I didn’t much investing this past quarter and decided to take last year’s gains and live off 

of those profits this year.  I believe that international valuations are compelling but they 

keep getting cheaper.  The rest of the year could turn out to be a very hard year to make 

money investing or very easy…  

 

This is the conclusion of my report; I hope to get the next report out on Oct 7th, 2013 and 

I try to entertain you with my new thoughts and reflections from who know where… 

  

Regards, 

 

Mark Rush 

http://traderwasteland.wordpress.com/ 

http://traderwasteland.wordpress.com/

