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Preface
It is once again time for my quarterly market review, when I examine world events and
attempt to understand their implications on the markets. This is my time to reflect on
current events, my portfolio performance, event scenarios, and their subsequent
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.
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Introduction
Happy Early Tax Day,
The market has been a little scary for the past few months and I’m not so sure the risk vs.
reward is worth it right now. I believe that the market is at a crucial point currently and
will likely be significantly higher or lower by the end of the year. The trick is know
which outcome is more probable.
Due to time constraints this will be a relatively “brief” report with far more conclusions
than justifications. This is an “update” report meaning I have mostly just updated the
material since the last report but there are a lot of updates since the beginning of this year.
The only thing I am sure of this time around is that uncertainty is rising, be it interest
rates, economic, or political outlooks.
Mark Rush
P.S.
Updates are now on Facebook at “Theta Capital Partners”
For those who want to follow what I’m up to between quarterly reports you can follow
me on Facebook at “Theta Capital Partners”, be sure to “like” the page to put my market
updates into your news feed. This will have my latest thoughts and quick updates
between reports. This is an easier format to maintain for me than updating the Trader
Wasteland blog although I plan to keep Trader Wasteland as my primary repository of
reports. To be safe, you should subscribe/like both if you want to continue to receive this
report.
Feel free to pass on this report or the Facebook link to Theta Captital Partners to others.
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/
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Chapter 1
Basics
US Taxes
It’s that time of the year when I like to remind how much of their money “donated” for
common good. Most taxes stayed more or less the same this year, albeit just as
complicated as last year. Depending on what rules you fall under, the “maximum”
Federal tax rate is 41.95% for earned income, 28% under the alternative minimum
tax, or 23.8% under the long term capital gain tax structure. The fun part is they are
all parallel tax codes and I have had years that I have had to pay all three taxes in
varying degrees.
This is in addition to state and local taxes and due to deduction phase outs may not
be tax deductible. In California you may also need to pay an addition13.3% in state
income tax on top of the 41.95% federal rate bringing the total income tax burden to
55.25% which still doesn’t include property or sales tax that will be incurred if you
own a house or spend any of that money that wasn’t the government’s.
2016 Federal Tax Rates

Rate

Single Filers

Married Joint Filers

Head of Household Filers

10% $0 to $9,275

$0 to $18,550

$0 to $13,250

15% $9,275 to $37,650

$18,550 to $75,300

$13,250 to $50,400

25% $37,650 to $91,150

$75,300 to $151,900

$50,400 to $130,150

28% $91,150 to $190,150

$151,900 to $231,450

$130,150 to $210,800

33% $190,150 to $413,350

$231,450 to $413,350

$210,800 to $413,350

35% $413,350 to $415,050

$413,350 to $466,950

$413,350 to $441,000

$466,950+

$441,000+

39.6% $415,050+

Filing Status

Standard Deduction Amount

Single

$6,300.00

Married Filing Jointly

$12,600.00

Head of Household

$9,300.00

Personal Exemption

$4,050.00
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Social Security tax (FICA) is 6.2% of income up to $118,500 unless you are selfemployed then it jumps to 12.4% for the first $118,500 of income.
All “wages” are subject to the 1.45% Medicare tax but if you make more than
$200,000 if jumps up to a 2.35% withholding tax, if you are self-employed then this
jumps tax becomes to 2.9% for the first $200k and then 3.8% after that.
If you have investment income above $200,000 single or $250,000 for joint fillers you
are also subject to the “Obama care tax” of 3.8%

Let us not forget the Alternative Minimum Tax (AMT), which tops out at 28% but has
no deductions.
What is clear is we have too many parallel tax codes, “earned income”, “long term
capital gains, short term capital gains, Alternative Minimum tax, FICA, Medicare Tax,
ACA tax, state, and local taxes… We should simplify all this into one simply to
understand tax.
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Chapter 2
Considerations
US and World Economy
What troubles me most these days is how the directions of GDP forecasts around the
world have been creeping lower. Even the US economy, one of the world’s bright spots,
has been slipping with a distinct possibility of heading into recession this year. Just 3
months ago, I was confident that US GDP was going to be greater than 2.5% and now I
will be “thrilled” if it manages to stay above 2% growth for the year.

The situation is the same around the world, GDP growth is getting “mushy”. It isn’t
time, necessarily, to hit the panic button because we still do have growth. It’s just not as
robust as I would have like to have seen and possibly slipping further.
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Below is the chart where you can see that most economies are looking at a .3% to .5%
reduction in GDP growth forecasts for the next 21 months.

The current projections are still acceptable but if the current trends in downward
revisions continue, it will be a bad year for investing.
Federal Reserve Interest Rate Increases
The Federal Reserve announced late last year it plans to increase interest rates 4 times
this year on top of the ¼% move up just announced last December. The ¼ move didn’t
really spook the market; it was the realization on what the future may hold especially
raising rates to an apparent 1 1/4% this year. Since December the global economic
output began to falter and the Federal Reserve eased the apparent pace of the rate hikes in
the coming months. (Left Green December Rate Forecast, Right Purple March Rate
forecast. We are now only looking at 2 rate hikes this year, if any…
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It was becoming apparent that the economy was becoming weaker toward the end of last
year and being complicated with the prospect for Federal Reserve rising rates. Oddly
after they “raised rates” the 10 Year Treasuries dropped from 2.3% down to 1.79%. In
my summation that was a very ineffective “rate hike”.
This will also tend to undermine what Euro’s and Japan’s central banks are trying to
achieve, consider that the German 10 yr bond is only yielding 0.5% and the Japan’s 10
year is yielding 0.25% while the U.S. is currently yielding 2.2%. Add to this that people
generally believe the Dollar is going increase in value in the upcoming years compared to
those currencies. Where would you put your money if you lived in Europe or Japan? It
may be harder to move long term rates up as fast as the Fed would like.
The recent announcement of “slowing the rate of increases” should add a tailwind to the
market in the upcoming months. The market took it upon itself to anticipate the higher
rates and now it needs to reverse much of that “increase” making high yield investments
and the stock market more investable at this time.
Impact: looser than previously announced monetary policies (more liquidity) in the US
going forward offset somewhat by a weaker economy. We should see slightly less
strength in the US dollar and short term US interest rates should tend to creep down
slightly. This will put short term upward bias on most investments.
Other Central Banks Action and China
Most other central banks are easing more, specifically Europe (ECB) and Japan. China is
also taking various uncoordinated efforts to stimulate their economy.
It seems that China’s economy has finally started to come to equilibrium. In decades past
it has been build anything in any quantity and it was needed and used. Now after decades
of building out a modern infrastructure, just building something is no guarantee that is
will be wanted, needed, or used. Not every railroad, power plant, factory, or house is
necessary something someone else needs or wants.
This concept is the heart of their problems. The need for “things” in China was so
overwhelming for decades that you could just “build it and they would come”. There is
an entire generation of builders whose mindset is that “if I build something, someone will
want it and I will be rewarded”. Now, they should be thinking long and hard about if the
market will support such endeavors. This is how bubbles are formed, people producing
items that may not be needed and eventually producing things that are not wanted.
They have more issues to come, until the mindset “if I produce something I may go
broke” is the norm, China will continue to slow down.
This slowdown is directly responsible for the devastating hit to world commodities
prices. Below is a chart showing the very high percentage of china’s share of world
consumption. Somewhere out there is a copper miner thinking “if I produce some copper
I may go broke”.
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Stock Market Cycles
The market tends to go up this time of year but we are approaching the “sell in May and
go away” time of year. Market seasonality seems to be well established and markets tend
to goes up through May. I plan to follow this plan will start lightening up at the end of
May and June. If the market sells off it could get very ugly by October of this year.
The Stock market cycle’s model predicts there may only be 6-12 weeks left of this mini
bull market.
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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 Gross National Product (GDP) Growth > +2.5% for 2016
I expected even stronger growth this year and almost immediately the economic forecast
began to falter. I will be “thrilled” if grown breaks 2% this year.
The US economy seems to be growing, albeit sluggishly
Unemployment of will decrease to < 4.8% by the end of 2016
It seems the economy may be finally retooling itself and the unemployment rate should
continue to fall if this is true. We can debate if it is real jobs being created or if it is
really people just dropping out workforce. The current rate is 5.0%.

Unemployment is falling but so is the labor participation rate
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Federal Reserve rates will be between 1.0% to 1.25% by the end of 2016
After many years of easy money the Federal Reserve says it will begin return interest
rates toward normal by 2018. The biggest disadvantage that I see to this is that I will need
to update this graph more than one every 5 years.

Rates are rising…
Inflation < 2.0% in 2016
Currently we are not experiencing inflation
S&P 500 index >2075 at the end of 2016
I expect the stock market to be more or less even by the end of next year with an uptrend
during the first half of the year and a down trend for the second half. Rising rates are
going to put down pressure on stocks since higher yielding will make bonds look more
attractive low risk alternative. S&P 500 earnings are expected to increase slightly to
~$130 up from $122 last year.
The stock market has headwinds with interest rates going up
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Improving Real Estate average home > $190k in 2016
The 30 year mortgage rate is at 3.41 down from 3.78% last quarter. Real estate prices are
still historically cheap and may never be much cheaper and rates may never be much
lower. Home “affordability” is still high but may ground with higher rates and prices.
I believe that we will see a rush to buy this year to get in before rates get too high and
then the market cools off in 2017 as purchases get pulled forward into 2016.
National average House Values

National average Mortgage Rates

Housing prices are increasing and interest rates are still low…
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<400 Billion Dollars budget deficit for FY 2016
The debt has shrunk quite a bit but I still think it needs to go lower although it is no
longer disastrous or completely out of control. I am turning this signal to neutral for
the first time in 4 years…. Higher tax receipts are a positive despite headwinds the
economy is recovering. My prediction was significantly lower than most others last time
this year but I stilled missed it by a few billion, in the words of Bill Clinton, close but no
cigar.

Deficits are approaching more manageable levels.
Over all, my predictions from last year turned out reasonably well but the economy
ended up weaker than I expected thereby pushing the debt up and the stock market
down.
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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
SPY
QQQ
IWM

1/1/15
+48%
+24%
+88%

1/1/16
-16%
-16%
-56%

International
EFA
EEM

-72%
-32%

-56%
-64%

Bonds
TLT
SHY

1/1/15
+80
-54%

4/1/16
+72%
+72%
+88%

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

-32% http://www.barchart.com/opinions/etf/EFA
+56% http://www.barchart.com/opinions/etf/EEM

1/1/16
-48%
-96%

4/1/16
+56%
+64%

Link

Gold/Oil/Dollar Index/Euro/Yen
GLD
-40%
-80%
USO
-96
-64%
UUP
+96%
+32%
FXE
-96%
-32%
FXY
-54%
+56%

+16%
-48%
-96%
+96%
+72%

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

-56%

http://www.barchart.com/opinions/stocks/$VIX

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

http://www.barchart.com/opinions/etf/USO
http://www.barchart.com/opinions/etf/UUP
http://www.barchart.com/opinions/etf/FXE
http://www.barchart.com/opinions/etf/FXY

Volatility Index (higher is bad)
VIX index

+72%

-8%
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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 I use to evaluate what implied risk is in the market at any given point in time. It
seems that volatility is down significantly compared to the recent spikes in the past few
months.
Lower volatility is good for the market
Ted Spread…
TED Spread

The US Treasury vs. Eurodollar spread (TED) is the Bond market fear index. Recently
this index has been moving up. This indicates more fear in the bond market so this is
also a worrisome development. $TED is trending up, this is bad for investments.
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Below are the unremarkable (~1.4%) Spanish bond rates are down from 1.7% in the last
report, just to keep an eye on Europe. This is a positive development in recent months.
Spanish 10 Year Bond Yield

Let’s look at Greece for fun… 10 year Greek rates spiked this year to around 15% last
year but now back down to 8.6%. This is still relatively high but as long as it can stay
under 10% you could assume another Euro crisis will be avoided.
\

Greek 10 Year Bond Yield

The Spanish bonds are good news while the Greek bonds are not bad news; this is good
to neutral for the market in general and Europe specifically.
Technical Summary…
Most of the stock market technical indicators are optimistic (bullish) except the European
stocks, Oil, and the US dollar. The Fed monetary policies and China softening will be a
major theme for the upcoming couple of years… This section tells us to be invested, at
least, for the short term.
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Chapter 5
Sectors
US Economy
The US economy seems to be the least troubling of the major economies, but it’s not out
of the woods by any stretch of the imagination. I’ve seen various reports that predict s
chance of a US recession this year, most put the number around 30% probability.
Despite all my concerns, the US economy appears to be improving with my expectation
is now around 2.0% growth down from 2.5% GDP growth last report.
The US may be sketchy investment later this year but in the short run it looks like a buy.
Europe
On a valuation perspective, European stocks are cheap compared to the US (and riskier)
but I think the timing is bad and likely to go lower. Europe has issues and is lagging
behind in the new world order. I currently have no investments in Europe but if we were
to have a ‘major’ pullback in Europe I would be willing to go bargain shopping in
selected countries and industries.
The Euro Zone should plod along with its anemic recovery around 1.5% GDP growth
I have no investments in Europe at this time and have no plans to do so.
China
Either everything is fine and china may be a good investment or we are on the brink of
another major credit disaster that will spin the world back into recession. My bet is
80%/20% on the former. This one is harder to figure out since data from that region is
somewhat opaque.
Chinese GDP growth should be paltry 6.5% this year
I have no investments in China but not averse to emerging markets or China in general.
The US Bonds and US Dollar
With the Federal Reserve announcing it intentions to return interest rates back toward a
normal footing over the next few years, bond investments could be tricky. As rates go up
the value of bonds tends to fall. The trick is to buy bonds that have payouts higher than
the decline of the underlying instrument. Bonds are relatively tricky at this time.
I have no bond investments at this time.
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Muni bonds
The yields here are higher than US Treasuries and tax free. I could understand why
someone would want buy selected muni bonds that have a low potential for default. I am
a little more skeptical this time around. Most yield based instruments have already taken
a hit with the potential of rising rates yet my muni EFT that I follow (SHM) hasn’t
reacted at all. I believe that it is set up to take at least 10%+ hit and wouldn’t even
consider these instrument until it gets its beat down. This instrument seems relatively
overvalued to me.
I do not own any muni bonds nor do I plan to purchase any.
Corporate Bonds
Corporate bonds have a higher yield than Government bonds but I have always tended to
shy away from all “fixed” income assets. But this isn’t a bad place for the next several
months.
I do not own any corporate bonds but not averse to owning at this time.
Financial stocks
Banks and the like generally make money by borrowing short term and lending long
term. Their profits are correlated to how cheap they can borrow and how much they can
charge. With the Fed raising rates and a lot of money still floating around out there I feel
like longer term rates will lag a bit. This will hurt the earning of large banks therefore I
would stay away for at least a year or two. I think was $22 is a good target for the XLF
when it at $24 at the beginning of the year.
I do not own any bank stocks and are exceptionally tricky at this point.
Utilities
I believe that this could become an interesting during major pullbacks in the upcoming
couple of years. I am primarily watching the Utilities Select Sector SPDR ETF (XLU)
and it is currently only yielding 3.4%. Now keep in mind just the 3.4% doesn’t get me
too excited but remember there is also an additional 4-5% a year in retained earnings and
the dividends are “qualified” (Capital Gains tax rate) for US tax purposes. I believe it
slightly overpriced by but on major pullbacks (10%+) I would own some but thinking
about nibbling some right here. Over the next 2 years, this thing will get beat up over
rate hikes, each time it does it may be a buying opportunity.
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
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put significant pressure on the price of crude oil but it will many years to ramp up this
production. Long term (5-10 years) the price of Oil should be dropping.
I don’t like any oil investments right now especially the deep water driller and Canadian
tar sand plays.
I own no energy stocks
Emerging markets
I think Emerging markets investments here will pay off eventually in the next couple of
years but for now money is flowing away from this area into the US. I’m open to this
area now and looking for signs to get back in. So far the only sign I see is a slow sign.
I own no emerging markets, but shopping…
Technology
Selected tech seems to be a good bet these days. Tech is the only sector that was
positive in my model portfolio last year.
I own no tech.
Cash and its proxies
This isn’t the worst idea for now…. Cash is good.
Gold/Platinum
Gold has been inching up in the past quarter in step with weaker rates.
I own no gold stocks at this time.
Real Estate
I expect a good year for real estate as everyone tries to buy now before the rate hikes.
Volatility
I am playing with some longer term income producing volatility schemes these days that
are basically back door theta collection strategies.
I am short the VIX via many of its proxies
Stock market cycles
It’s that time of the year when I’m all in. Once again I expect to maintain my position
until at least May. I am ~80% invested.
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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 for this year, it’s expected earning in ’16 verses its current stock price (i.e.
return on investment), and for those who prefer P/E ratios I have included those also.
Stock

Symbol

Dividend
Yield

Scorpio Tankers
Kohlberg, Kravis, Roberts
Hospitality Properties Trust
Ford
Barclay’s
Gilead Sciences
Toyota Motors
Royal Bank of Canada
HSBC
Apple

STNG
KKR*
HPT*
F
BCS
GILD
TM
RY
HSBC
AAPL
PCLN
GOOG

8.6%
4.4%
7.5%
4.4%^
4.5%^
1.9%^
3.0%^
4.2%^
8.0%^
1.9%^
0%
0%

Priceline
Alphabet

Theoretical Market
Yield
(Earnings/Price)
18.0%
16.2%
15.0%
15.0%
15.0%
13.5%
12.9%
12.3%
11.0%
9.2%
6.3%
5.4%

Forward
('16) P/E
5.45
6.15
6.67
6.65
6.68
7.38
7.78
8.12
9.05
10.88
15.93
18.43

* indicates stocks that I own at the time of this publication.
^ indicates a qualified dividend and may give you a lower tax rate on dividends
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Chapter 7
High yield
Here is a quick list of the some high yield investments that I follow along with the current
market yield.
Stock
Annaly Capital Management
Calamos Convertibles Fund
Gov’t Properties Income Trust
StoneMor Partners L.P.
Ad Clay Convertible
Icahn Enterprises*
Blackstone Mortgage Trust
Solar Capital Limited
Sr. Housing Properties Trust
Blackstone Group
Hospitality Properties Trust
GEO Group (Private Jails)
MS Emerging Mkt Debt
GlaxoSmithKline
GlaxoSmithKline
Barclay’s High Yield Bond
iShares Preferred
PowerShares Preferred
AT&T

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

Yield
11.6%
11.3%
11.0%
10.8%
10.3%
9.7%
9.3%
9.0%
8.8%
8.7%
7.6%
7.5%
6.8%
6.6%^
6.4%^
6.1%
5.8%
5.7%
4.9%^

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

* are stocks that I own at the time of this publication.
^ indicates a qualified dividend and may give you a lower tax rate on dividends
Most of these investments are not normal stocks and typically don’t qualify for special
tax treatment under US capital gains rules. Most of these are a Trust, Real Estate
Investment Trust (REIT), Bond fund, Master Limited Liability Partnership (LLP), Master
Limited liability Partnership (MLP), or other tax land mine. Be sure you and your
investment advisor knows what you may be getting into before investing and getting a
crazy high tax bill at the end of the year. I put these instruments in my IRA rollover to
avoid these tax headaches.
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Chapter 8
International ETFs
Economic Growth (GDP) Forecast by Country for 2016
India
China
Indonesia
Turkey
Israel
Mexico

7.3
6.5
5.2
3.4
3.2
3.1

Sweden
South Korea
Chile
Spain
Australia

United States

3.1
3.1
2.6
2.7
2.6
2.5

United Kingdom
Canada
European Union
Germany
South Africa
Switzerland

2.4
2.0
1.8
1.8
1.5
1.1

Italy
France
Japan
Russia
Brazil
Greece

My strategy is based on one simple idea. Invest in stable countries that have high
economic (GDP) growth. The yield show is last year’s dividend payout divided by the
current price. Dividends payouts may change significantly and so can the market price.

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

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

’15 dividend Yield
6.1%
4.6%
2.5%
1.9%
2.0%
3.3%
2.7%
1.8%
1.5%
6.9%
2.4%
0.9%
2.5%
1.0%
1.7%
4.0%
4.6%
1.2%
5.3%
4.6%
2.6%
2.8%
4.0%
2.0%

Note: the yields are the dividends paid out last year; it doesn’t include market value
changes nor is a prediction of what will be paid out this year or if the ETF will go up or
down. Many of these instruments went down far more in market value than the dividend
payouts.
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1.4
1.3
1.0
-0.4
-1.2
-1.2

Chapter 9
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
US Large Cap:
US Small Cap:
International:
Fixed Income:
Cash:
ETF Symbol
SPY
QQQQ
DIA
VTV
IWM
EFA
EEM:
TLT
IEF
AGG
LQD
SHY

Low
20%
10%
10%
50%
10%
5%
5%
5%
5%
10%
5%
5%
12.5%
12.5%
12.5%
12.5%
10%

Balanced Growth
30%
40%
10%
20%
20%
30%
35%
10%
5%
0%
% by ETF
7.5%
10%
7.5%
10%
7.5%
10%
7.5%
10%
10%
20%
10%
15%
10%
15%
8.75%
2.5%
8.75%
2.5%
8.75%
2.5%
8.75%
2.5%
5%
0%

Aggressive
30%
30%
40%
0%
0%
7.5%
7.5%
7.5%
7.5%
30%
20%
20%
0%
0%
0%
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
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2016 Model Portfolio Returns
Name

Symbol

2016
Gain %
w/o Div
0.81%
-2.38%
1.52%
1.07%
-1.77%
-2.66%
6.40%
8.32%
4.50%
2.61%
4.22%
0.79%

12/31/15
Price
$203.87
$111.86
$173.99
$81.52
$112.62
$58.72
$32.19
$120.58
$105.59
$108.01
$114.01
$84.36

3/31/16
Price
$205.52
$109.20
$176.64
$82.39
$110.63
$57.16
$34.25
$130.61
$110.34
$110.83
$118.82
$85.03

Risk
Adverse

Balanced

Growth

’16 Return

2.92%

2.32%

1.04%

0.49%

’15 Return

-0.91%

-1.48%

-2.47%

-3.96%

’14 Return

9.16%

8.31%

6.71%

4.25%

’13 Return

8.34%

13.31%

22.72%

24.75%

’12 Return

8.97%

11.56%

15.30%

16.86%

’11 Return

7.02%

3.30%

-2.52%

-6.51%

’10 Return
’09 Return
’08 Return
’07 Return
’06 Return
’05 Return

11.17%
11.14%
-8.18%
7.82%
9.72%
5.49%

12.45%
19.65%
-18.66%
9.40%
13.63%
7.55%

15.53%
31.48%
-33.90%
10.04%
19.09%
9.73%

16.91%
36.54%
-39.60%
10.45%
21.83%
11.77%

9.84%

8.85%

8.77%

7.72%

SPDR S&P Depository Receipts
NASDAQ 100 Trust Shares
DIAMONDS Trust
Vanguard Value VIPERs
iShares Russell 2000 Index
iShares MSCI “EAFA”
iShares MSCI Emerging Markets
iShares Lehman 20+ Year Treasury
iShares Lehman 7-10 Year Treasury
iShares Lehman Aggregate Bond
iShares GS $ InvesTop Corp
iShares Lehman 1-3 Year Treasury

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

2016
Gain %
w/ Div
1.32%
-2.09%
2.14%
1.07%
-1.48%
-2.66%
6.40%
8.72%
4.80%
3.03%
4.81%
0.90%

Results for the various “autopilot” portfolios

`

Total return since inception

Aggressive

The conservative portfolio is outperforming “so far” this year while Emerging Markets
did exceptionally well this this quarter. Most pension funds would pay handsomely for
these kinds of returns over the last 12 years but here they are offered up for free….
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Chapter 10
My Current Portfolio Holdings
Trading Portfolio (Taxed) - Options, short positions, short term trades, FX
BRKB – Berkshire Hathaway (daddy Buffet play)
FCX* – Freeport McMorran (wishing for a commodity bounce)
^VIX* - Various option strategies for volatility harvesting via theta decay and VIX contango roll
IRA rollover (Tax deferred) - Income and high yield
BX – Blackstone Group (high yield income)
GEO – Geo Group (high yield REIT)
GOV – Government Properties (REIT)
HPT - Hospitality Properties Trust (Hotel REIT)
IEP – Icahn Enterprises (investment fund run by Carl Icahn)
KKR - Kohlberg Kravis Roberts (high yield asset based income)
NLY – Annaly Capital Management (mortgage REIT)
RMR – RMR Group (received as part of a stock split)
SNH – Senior Housing Properties (income REIT)
CHI - Calamos Convertibles Fund (Convertible bond fund)
^VIX* - Various volatility harvesting strategies via theta decay and VIX contango roll
Roth IRA (Not Taxed) – High risk aggressive growth
NLY – Annaly Capital Management (mortgage REIT)
^VIX* - Various volatility harvesting strategies via theta decay and VIX contango roll
* Denotes options positions
I have thinned out the number of holdings in my portfolio to free up money into the VIX related
strategies and also to simplify my holdings and daily analysis.
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Chapter 11
The Plan
Every trader reserves the right to make a more intelligent decision today than he made
yesterday. - Sheldon Natenberg

Considerations:
(+) World GPD growth is positive despite the recent weakness
(+) China, the ECB and Japan continue their easy monetary polices
(+) The US Budget Deficit is somewhat controllable
(+) Cheap Energy and raw materials
(-) The US and India are the only major economies in a solid uptrend
(-) The Fed is raising interest rates, but has backed off recently
(-) China growth is slowing down but still positive
(-) Presidential Election, neither of the candidates is likely good for the economy
Globally the economies is still weak, but expanding, while the US Federal reserve has
backed off their plan to raise rates over the next 3 years to a much more manageable
pace. The US has begun to slowly “un-print” money but overseas they have ramped up
their printing money plans so I believe some of that freshly minted money will flow into
“safety” here in the US limiting the effectiveness of our ability to un-print money. US
companies will have a harder time competing with the stronger dollar and may limit their
stock buyback programs due to potentially higher interest rates to fund those purchases.
Companies that borrowed a lot of cheap money to buy their own expensive stock will
suffer in the coming years. Corporate balance sheets are potential going to become a big
deal going forward.
The strong dollar is also bad for oil, mineral and other commodity plays. As much as I
have loved these investments in the past, I will be avoiding them in the foreseeable
future. I believe this is a temporary hiatus partially caused by the reduction the US
money supply but primarily driven by the pause China is taking with their infrastructure
boom.
I believe we are currently at some sort of precipice. I really have no idea what is next,
either we rip higher based on nowhere else to put money, we could meander sideways for
the next 6-18 months, or we could have a massive selloff to 1575 on the S&P 500. I
believe sideways is the least likely outcome and if we haven’t ripped higher by the next
report then the downside target later this year is a real possibility.
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Stock Market Cycles
As most of my long term readers are too familiar, I am a big disciple of stock market
cycles. The seasonality of the stock market has been well documented.

Basically these charts tell you to buy stocks in November and sell them June. I expect a
50% probability of a big sell off during the second half of this year.
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Market outlook… one man’s guess
Based on this long term chart you can see the rally that begun in 2009 has been
stalled for the past year. Oddly enough if we break though the 1820 line on the S&P
500 then the market is overwhelmingly bearish with a downside target of 1575. On
the other hand we break above 2135 then the market is overwhelmingly bullish, with
an upside target of 2200. Considering we are in the “positive” part of the seasonality
chart I very concerned for the second half of the year. Add to this the uncertainty of
the Presidential election it supports my theory we are “due” a selloff later this year.
If this selloff occurs, it will likely be a buying opportunity. Unless something
extraordinary occurs, 1575 should hold and I would be buying stock with both fists at
that point.

I would be buying 1600 (-20%), selling 2200 (+10%), and holding between 1820 and
2130 on the S&P 500. My theory of seasonality states the run up occurs in the first
half of the year, then sell-off occurs in the second half of the year and after the
election we see a recover to the trend line. Currently we are in a no man’s land
without a clear trend…
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The Plan
I feel like the market can only go up 10% but it could drop 20% and I don’t like that risk
reward. We are nearing the end of the positive “seasonality”. Despite my fears, I plan to
plod ahead not anticipating a collapse of the world economy.
The upcoming Fed rate increases are going to be a major headwind for the next 2 years.
This is only offset by a growing economy, easy money in the rest of the world, and
corporate retained earnings. If any of those fail we are looking squarely at least a 10%
correction possibly 20%. Again any bad news will be offset by the Fed slowing its
already slow rate rise.
On the flip side of the rate hike worries, many investment instruments may have been
overly beat up over the upcoming rate hikes, specifically some of the higher yield asset
based investments may be overdone. At the same time I am concerned that high quality
bonds haven’t given up enough or anything…
In essence, my plan is to stay fully invested until June, assuming that the market
indicators are stable. There is a danger that we are on the cusp of a very major pullback
(~20%) and I need to be in position if that occurs so I may be getting in out of the market
several times in the coming months.
I plan to exit the market when both the following conditions appear, the volatility index
goes over 17.5 and the S&P 500 index goes below 2020 (202 on SPY fund).
To Do List
I am mostly invested now but I am weak hand, I am ready to sell everything if the market
doesn’t start to go up by the end of May.
Sell Signals:
Watch for sell 50% signal if the S&P 500 goes under 2020 for more than a week and the
VIX spikes above 17.5.
Watch for remaining sell signal if the S&P 500 goes under 2000 for more than a week
and the VIX spikes above 20.
Watch for 30% short signal if the S&P 500 goes under 1820 for more than a week and the
VIX spikes above 25.
If the previous Sell signal occurs the next Buy is:
Watch for an “all in” signal if the S&P 500 hits 1575 and VIX is >35
If 1400 doesn’t hold we all have bigger problems, then invest in canned goods and a
mountain retreat or two.
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Chapter 12
Final Thoughts







The Good
World GDP is projected to be positive in 2016
Low energy prices
Interest rates are low (but going up in the US)
New innovations and new efficiencies are creating new real wealth daily
US tax receipts are up and deficits are down
The US and Indian economies are expected to be a bright spot this year








The Bad
Potential global asset bubble have formed
European meandering recovery
Chinese credit issues
Japan
Weakening GDP forecasts around the world
Presidential Elections





The Ugly
Potential global asset bubble forming with the Fed attempting to deflate it
World governance that doesn’t understand basic economics of wealth creation
Unknown unknowns, the kind that blindsides you at 4 p.m. on some idle Tuesday

The Federal Reserve has raised interest rates for the first time in 9 years; oil and other
commodities have tumbled while some high yield instruments have gotten crushed.
Several commodities exporting countries’ economies are in trouble, most notably is
Brazil with an expected 4% contraction in their GDP this year.
China’s economy is maturing and will be unable to maintain the impressive growth of the
past few decades. The US stock market has a positive bias (positive earnings) but
potential US rising rates and weaker than earlier anticipated economic growth offset this
positive bias making my predictions of a more or less flattish this year. World GDP is
still expected to be 3.0% which is on par with last year.
The market risks are high and I expect a sell off during the second half of the year.
Risk/reward cash isn’t a bad option for the balance of the year.
This is the conclusion of my report; I hope to get the next report out on July 11th, 2016
and I will attempt to entertain you with my new thoughts, reflections, and bad grammar.
Regards,
Mark Rush
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