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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
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/

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
It’s the economy, stupid!
This admiration, despite all its other flaws, seems to understand the basic wisdom that
Bill Clinton uttered more than two decades ago that every President since has ignored. In
3 years and 6 months when it is time to elect the next leader it will come down to this
simple phase, am I better off now than I was 4 years ago… That will be the ultimate
question on the success or failure of this presidency.
It is nearly impossible to have a balanced rational discussion of the plusses and minuses
(and there are both) of the current administration but that is what we are going to do in
this report. I unfortunately feel like we live in a bifurcated world where everyone seems
to be “all in” with their support or distain without bothering with any facts. We seem to
live in two separate sci-fi alternate timelines where the trivial has warped into something
that has meaning…
Under these conditions, I find it difficult to get any relevant “real news” to make
investment decisions from the popular press because they have been fixated on every
piece of inconsequential trivia instead of reporting substantial changes that they may not
like (especially if it was a smart policy). I have almost entirely switched to business
news as an information source since they seem to only report/comment on relevant issues
that may affect the market and they let slide the reality sideshow since it’s just a planned
or unplanned distraction.
Journalism has become a game of clickbait viewpoint validation, period.
Now that my rant is over, this report will be an attempt at a dispassionate analytical
examination of the current economic conditions so I can invest to make ends meet. I am
ONLY going to discuss items that affect the economy and the various markets in this
report. This is NOT a document about politics, ethics, or philosophy.
This is a shorter report since not a lot has really changed since the last report other than
Mr. Trump is now President but my previous observations/expectations are still more or
less valid.
Mark Rush
You can follow me on Facebook at “Theta Capital Partners”.
If you “like” the page it will put my updates into your news feed.
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/
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Chapter 1
Considerations
Trumponomics
In the past I felt like the President didn’t have that much power over the economy and I
believed that it was more important to watch the Federal Reserve and their policies. I
was wrong in this observation, past Presidents have had vast powers but they just weren’t
inclined do use it to the fullest extent. This President is different and has a tendency to
utilize executive power to the fullest extent possible and he is using it to reshape the
government and economy.
I don’t know the outcome of this experiment so I came up three “big picture” outcomes in
the last report and their likely impacts on the markets. These are works in progress and
have been updated slightly in this report.
USA Incorporated
Mr. Trump primarily sets a tone for moving forward economically and getting stuff done
to increase the output of his new acquisition… Mr. Trump sees this as his legacy and
mostly works to make America more competitive. Congress and Trump work together
and focus primarily on economic reforms.










Sets a tone that America is open for business or “it’s the economy stupid”
Lowers Corporate tax rates
o Incentivizes business to produce and invest more
o Companies stop leaving the U.S.
o More money is available for stock buybacks and expansion
o Creates/retains more jobs
Jawbones corporate America to keep/create jobs in the US
o Adds taxpayers
o Reduces numbers dependent on social programs
Repatriation of $2 trillion which should yield
o $200B in tax receipts to the US Treasury
o Taxes used to fund infrastructure projects.
o US based companies end up with cash to invest
 Potential acquisition mania starts with excess cash
 Excess cash is given to shareholders via dividends or buybacks
Infrastructure projects
o In the short term more jobs
o Longer term gain in economic efficiencies
Reduce regulations to produce goods and services instead of paperwork
Reduce banking barriers thereby generating more loans to fund expansion

Basically the stock market continues to go up another 10-15% this year despite the
current record levels based on increased productivity and higher profits.
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Trump LLC
Under this scenario a President Trump ends up not being able to control his ego and
conspiracy theory tendencies. This scenario begins with Trump attempting to do things
his way but the establishment will have none of that. Eventual the clueless proletariat
loses faith and economy begins to mildly falter with the Federal Reserve becoming in
charge of the economy again. Congress sets new records for infighting and filibustering.
Basically the last 6 years will be in play for the next 4 years. No sweeping tax reforms,
regulatory reform, banking reform, the economy may experience a mild recession. Mr.
Trump will not get reelected in 2020.









Power rift between Trump and Congress forms
Congressional factions infighting and not achieving a majority to pass legislation
Little constructive legislation is passed
Trump tries to end run congress repeatedly
Congressional investigations and hearings proliferate
Stagnation follows and loss of consumer confidence
President uses government agencies to spy and intimidate the opposition
News headlines focus on watercooler trivial gossip

We are starting to see signs of this phase beginning to materialize, but only a slight drift
toward this direction. It this scenario came to full fruition then cash, bonds and other
defensive positions would become the big winners. The stock market would likely
decrease 15-25% from current levels if this becomes the dominate theme.
International Apprentice
Under this scenario I assume Mr. Trump spends most of his time limiting trade with
China and Mexico while bombing the Middle East and plays some dangerous
brinkmanship with China, North Korea, and Iran. As a side note we get mass deportation
and full scale trade wars. International friction breaks out especially with China and to a
lesser extent Mexico. Iran potentially gets invaded and several small skirmish with China
in the South China Sea. On the home front the relationship between the President and
Congress Presidency becomes real reality show with spectacular ratings.
This is by far the most damaging outcome that would likely cause a massive fall in US
GDP, a “huge” recession in China with possible political instability, and worldwide
recession.
The stock market would start to approach the 2008 (but not exceed) lows and bonds
would probably set a record low yields globally. Bomb shelter futures would be a good
investment along with canned goods, Potassium Iodide tablets, and gas masks. A retreat
or two in the mountains wouldn’t hurt either.
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Summary
My fear for the stock market is we may have started to gravitate toward scenario number
two. I am worried that each faction within Congress may not bend on their “the only true
path to salvation” ideology and nothing substantial actually gets achieved. Fortunately,
for now, we are still firmly planted in scenario number 1 despite having drifted slightly
into scenarios number 2. Fortunately for all of us the International Apprentice edition
seems to be off the table. Thus far we are very long on Executive Orders that don’t really
mean too much but we are really short on actual legislation. I’m calling 85% 1 case and
15% second, thankfully I haven’t seen too much tilt toward the doomsday scenario and
neither has the record high stock market.
For those of you who may be confused why the stock market continually sets new record
highs while a buffoon is in charge of every aspect of our existence, let me enlighten you.
The stock market, for now, still sees in Mr. Trump tax reform, reduced regulation, and a
narrative change toward capitalism. His shakeup of the status quo could be the largest
and most potentially the most constructive in over a generation. For those who believe
that we are on the verge of an economic renaissance let break the bad news now, Mr.
Trump has a propensity to waste political capital on the outlandish and trivial. If the antiprogressive economic policies fail to get implemented there will be no one else to blame,
unless your name happens to be DJT.
This still could go either way…
Unimplemented Destructive Policies that may undermine the economy (opinion)
So far there hasn’t been too much emphasis on the two policies that I believe will hurt the
economy the most but still needs to be watched.
Revoking Free Trade: under the strict Trump view point we would impose tariff on
imports and this will result in 10%-20% increase in retail prices for goods brought into
this country. So, if you are poor and/or work for minimum wage you may see a slight
increase in jobs and wages but it will be completely undercut by the price increases of the
goods you need due to the tariffs. This will contract both the U.S. and other trading
partners.
Mass Deportation: of millions of people simply means a rapid drop in U.S. demand
(rents, consumer goods, etc.) and more importantly a massive drop in effective labor
force. Take a look around our country and talk to some small business owners and see
who actually does the things that make our lives better. We would be removing 3-5% of
our population that is doing 5-10% of the stuff that needs to get done.
Working on these issues around the fringes won’t hurt the economy (in my option) but a
wholesale rapid change would cause massive detrimental upheaval. Short of war (which
generally stimulates the economy but decimates the market) these are the most important
destructive things to watch for out of this administration.
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Interest Rates
Last month the Federal Reserve made its first of three planned rate hikes for 2017. The
Fed plans to raise rates at a slightly faster pace than what was communicated in
December ‘16. Rate hikes will work against the current market trajectory. The Fed has
more or less stayed on track this past meeting with short term rates heading toward 3%
sometime in 2020 or beyond.

Taxes
No significant updates on the Trump tax plans have materialized.
European Central Bank
The ECB have begun to tapper their bond purchases down to zero by the end of this year.
This puts negative pressure on all stock markets and EU rates should rise.
China
In decades past in China 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 necessarily something someone else needs or wants. This effect has
been reflected in lower GDP growth with most experts saying there will likely be only
6.5% GDP growth in China this year. I expect it to come in around between 6% -6.5%.
If a trade war does break out it will be felt here first with a possible recession leading to
political instability. China is the canary in the global economic coalmine
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Real Estate
Normally this section normally only gets a paragraph in the “Sectors Chapter” but it is
now more complicated and a higher priority. Also the new administration may dissolve
the Government Sponsored Entities (GSE) of Fannie Mae and Freddie Mac.
Real Estate could get complicated over the next few years with…










Interest rates are expected to rise will have a negative effect on prices
A stronger economy may increase net demand and raise prices
Tax cuts may tilt to the rich increasing demand at the high end market
Reduced deductions on high income reduces demand on high end market
More aggressive immigration enforcement reduces demand on the low end
A thriving economy increases employment helping the low and middle markets
o An entire generation move out of their parents if economy grows
o People will want to upsize to larger houses
o People will want to relocate due to jobs
New administration wants to eliminate the GSE that underwrites most loans
o Likely higher rates after GSE are dissolved
o May cause rush to get mortgages before GSE are dissolved
Missteps in privatizing the GSE could cause dislocation in the housing market

I suspect the real estate market will be volatile over the next few years with all these (and
more) moving parts. The thing that I’m more confident in is the higher end market
moving up since more tax cuts will to higher end earners. Mid to lower end of the market
will see a slowing of price appreciation due to higher mortgage rates. The next couple of
years will be the last time to buy houses at current rates since rates are likely to get back
to the 5-6% range within the next few years. ARMs (in my opinion) are a bad idea for a
long duration loan.
I don’t plan to buy or refinance any houses anytime soon
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Chapter 2
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 > +2.8% for 2017
I was expecting more growth this year but I’m beginning to see that I was expecting
Congress to act faster. I was wrong and already want to lower my forecast to 2.5%. I’m
expecting more growth due to Trump corporate tax policies and economic tone, assuming
he doesn’t self-destruct or find the nuclear codes that Biden hid before leaving office.…
The US economy has potential to pick up in growth rate this year.
Unemployment will decrease to < 4.5% by the end of 2017
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 latest number (Feb) was 4.7%.

Unemployment is falling but the labor participation rate is low
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Federal Reserve rates will be between 1.00% to 1.75% by the end of 2017
This year I’m expecting 2-4 rate hikes while the Fed is indicating only three. I have an
unusually wide band this year because I’m predicting four rate hikes if the economy takes
off and only 2 if it doesn’t. So far we are on target for 3 rate hikes (+0.75%).

Rates are rising
Inflation > 1.5% in 2017
The first two months of this year averaged an inflation rate of 2.6%, if this continues it
will cause more rate hikes by the Federal Reserve.
Currently we are not experiencing excessive inflation
S&P 500 index >2400 at the end of 2017
Rising rates are going to put downward pressure on stocks since higher yields will make
bonds look more attractive as low risk alternative. The S&P 500 earnings outlook are
expected to increase to ~$132 up from $118 last year. This leads me to project an S&P
500 index breaking 2400 by the end of this year despite higher interest rates. If Trump
focuses only on the invigorating economy it could go much higher, if he strays into the
trivial and dangerous it could be much lower.
On Election Day the S&P 500 closed at 2139.56 and it is currently at 2,362.72 up 10.4%
I expect the stock market to go up this year but not in a straight line
Improving Real Estate average home > $200k in 2017
The 30 year mortgage rate is at currently 3.92%. Rates ranged from near 3% to over 4%
last year. The 2016 housing prices ended at $192,500 and we are now at 195,700 (Feb).
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Home “affordability” is still decent but losing ground with increasing housing prices and
higher rates. The combination of rising prices and mortgages contributed to an almost
8% increase in mortgages payments in the past year. It wouldn’t take much to reverse
the market or make it pop.
I believe that property values should increase due a stronger economy but more
appreciation at the higher end of the housing market due to potential tax cuts and stock
market gains. The rising home prices on the mid to low end are coming to an end.
National average House Values

National average Mortgage Rates

Housing prices are increasing, interest rates are increasing, and affordability is decreasing
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>750 Billion Dollars budget deficit for FY 2017
The debt started to shrink but spiked late last year. I am turning this signal to
negative again due to tax cuts and other expected spending….

Here are the top four expenditures and expenditure per employed person in the US per
year. The total for just these 4 items comes to $21,882 per employed person last year.
1) Medicare and Medicaid
2) Social Security
3) Defense
4) Federal pensions

$995.75 billion ($8,024/employed person)
$884.47 billion ($7,130/employed person)
$583.33 billion ($4,704/employed person)
$253.73 billion ($2,024/employed person)

Deficits were approaching more manageable level but likely to explode under
Trump.
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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 ETFs
SPY
QQQ
IWM

7/1/16
+64%
+64%
+64%

12/31/16
+16%
+16%
+16%

3/31/17
+16%
+88%
+48%

International
EFA
EEM

-64%
+80%

-8%
-48%

+72%
+48%

Bonds
TLT
SHY

7/1/16
+100%
+96%

12/31/16
-16%
-16%

3/31/17
+24%
+16%

Gold/Oil/Dollar Index/Euro/Yen
GLD
+100%
-16%
USO
+64%
+80%
UUP
+56%
+48%
FXE
-64%
-32%
FXY
+96%
-32%

Link
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

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

+72%
-16%
-32%
0%
+72%

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

+24%

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

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

-40%

+48%
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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 the VIX is the lower the fear in the stock market. This indicator is one of the
more valuable tools to evaluate what the implied risk is in the market at any given point
in time. Volatility spiked a few times over the past year mostly due to Brexit, the
election and a small blip when Healthcare reform failed. It has stayed near record lows
since the election last year.

Positive indicators for most assets and lower volatility (fear) is good for the market
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Ted Spread…
TED Spread

The US Treasury vs. Eurodollar (TED) spread is the bond market fear index. Over the
past few years the TED spread has been moving up and for the first time in a while the
spread has eased. This indicates a break in the building fear in the bond market over the
past few years so this is a relief in the trend…
The Treasury Eurodollar spread has paused this is good for investments.
Below are the unremarkable (~1.67%) Spanish bond rates, just to keep an eye on Europe.
This has been a neutral trend for the past couple of years.
Spanish 10 Year Bond Yield
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The 10 year Greek rates spiked to around 15% in the past couple of years but now back
down to 7.0%. This is still relatively high but as long as it can stay under 10% you could
assume this Euro crisis will be avoided… for now.
Greek 10 Year Bond Yield

The Spanish bonds are neutral while the Greek bonds have a remarkable low yield
considering they are unlikely to pay their debts back; this is good for the market in
general and Europe specifically.
Technical Summary…
We currently have an unusual situation being that all stocks, gold, and to a lesser extent
bonds all have positive prediction indicators. The only indicators that are not “a buy” are
oil, Euro, and U.S. dollar. Since the presidential elections in 2016 the technical
indicators looked positive for most investments and continue to indicate a bright future.
All the stock and bond market technical indicators are positive except for the US dollar,
Euro, and oil. It seems owning just about anything at the current time is good…
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Chapter 4
Sectors
US Economy
Despite all my justifiable concerns, I’m assuming for now that the base case of America
Incorporated and animal spirits take the lead in 2017 for the US economy. Our economy
appears to have the potential to grow at greater than 3% this year for the first time in over
a decade. With that said, we cannot dismiss the fact that things could get out of control
and a dysfunctional government may evolve.
US Gross Domestic Product (GDP)

The US is likely the best place to invest this year. Risks are high but so are the rewards.
Europe/UK
Here is the second part to my long shot theme of Trumponomics, if Trump brings the US
back to 3-4% GDP growth over the next few years then this could spill over into Europe
and potentially make some economical structural changes.

On a valuation perspective, European stocks are cheap compared to the US (and riskier).
Europe has issues and is lagging behind. The Euro Zone should plod along with its
anemic recovery around 1.0-1.5% GDP growth
I currently have no investments in Europe.
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The US Bonds
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 and likely to
lose money. As rates go up the value of bonds tends to fall in value. The trick is to buy
bonds that have payouts higher than the decline of the underlying instrument. Most
market experts say that if the 10 year bond goes above 2.6% it will likely continue higher
from there.
Bonds are relatively tricky and dangerous this year. I own CHI high yield ETFs.
China
If a trade war or actual war starts it will be so Chinese investments will be particularly
dicey this year. I expect Chinese GDP growth to come in to a paltry 6.0% this year
although other estimates have it around 6.5%. A trade war would reduce these numbers
significantly. Downward pressure on the yuan and steadily declining foreign exchange
reserves may make China increase controls over capital outflows.
I have no investments in China
Muni bonds
Lower taxes and rising interest rates are not good for Muni Bonds… If government
largess falls to states and particularly to “sanctuary” cities, these ratings will fall as will
their ability to repay their debt. These bonds may get a triple whammy this year.
I do not own any muni bonds nor do I plan to purchase any.
Treasury Inflation Protected Securities (TIPS)
US inflation based bonds. I don’t have positive outlook for them yet but I could see it
coming up in the next year or two. With rates going up and inflation being low I plan to
wait on these instruments.
I own no TIPS at this time but they are worth watching
Corporate Bonds
Again with rates going up these bonds may be challenging this year. The major offset is
if the economy gets better some higher yielding companies may catch a tailwind and their
rates may fall due to higher profits and lower taxes giving them a better ability to pay
back those debts.
I do not own any corporate bonds

Copyright © 2017 by Mark A. Rush

Financial stocks
Banks and the like generally make money by borrowing short term and lending longer
term. Their profits are correlated to how cheap they can borrow and how much they can
charge known as the yield curve. The higher yield curve and potential deregulation
should benefit the banks this year but a lot has been already been priced into these stocks.
I do not own any bank stocks but worth looking at on any outsized dips in price
Utilities
I consider this area a weak investment compared to the general stock market. I still find
this area is more intriguing than bonds. A stronger economy may increase earnings in
this sector but higher rates and better opportunities may take its toll.
I do not own and do not plan to own the utilities sector
Oil/Energy
The resurgence of oil and gas production in the US and the global spread of
unconventional (fracking) production are major factors in changing the world energy
landscape. Hydraulic fracturing will put significant pressure on the price of crude oil for
the foreseeable future. Long term (2-10 years) the price of oil should continue to drop. If
President Trump gets his way additional Federal land will be opened up to fracking
thereby increasing supply. This will ultimately lower oil and natural gas prices. I would
be more interested in oil services instead of outright energy producers. Although it may
take years to get the US production online due to the recent price spike their hedges
(selling of futures) will affect the term structure much sooner. This may tend to lower
spot oil long before the new wells are brought on line.
I don’t like any oil investments right now especially the deep water and tar sand plays.
I own no energy stocks and more interested in services than outright production.
Emerging/Frontier markets
Emerging markets are going to be the canary in the coal mine this year. If
Trumponomics works then they will outpace the S&P 500. If Trumponomics doesn’t
work they will again outpace the S&P 500 again but to the downside.
Also several countries have significant debt denominated in US dollars but earn their
income in local currencies. As the dollar continues to strengthen countries such as
Venezuela, Turkey, South Africa, Nigeria, Egypt, Chile, Brazil, Colombia and Indonesia
will suffer economically. Borrowing in a strengthening currency then making payments
with a weakening currency is always a bad idea.
I own no Emerging/Frontier markets
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Technology
Selected tech seems to be a good bet these days with all the potential repatriation and the
lower corporate tax rates. I expect an increase in buyback and mergers as the repatriation
of overseas funds occur. Tech will largely be business as usual under a Trump
administration. The concerns over H1B visas workforce issues are overblown.
I sold my Apple positions but now own MSFT options
Cash and its proxies
This isn’t the worst idea for now…. Some cash is good.
I’m about 60% invested in cash
Gold/Platinum
If things get bad then this investment will be all the rage. I always keep a small physical
gold position as a hedge against unknown unknowns. It’s cheap and currently sideways.
I could see it going to $900/oz. or to $1500/oz.
I own physical Gold, Silver, Platinum, and Palladium.
Real Estate
This could get complicated for the next few years but it is likely to go up but more likely
on the high end due to the lower income taxes but this is another canary in the coalmine
this year.
I own sufficient real estate at the current time.
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 should be fully invested but I’ve trimmed investments to
only being ~50 40% invested. This year has already been profitable and didn’t want to
blow it so I trimmed my positions. Once again I expect to maintain my core position until
around June. It will go up and down around this level but will stick to the plan for the
intermediate term. I’ve recently seen a few bad signs in the market on my proprietary
indicators and continue to trim my positions.

Copyright © 2017 by Mark A. Rush

Chapter 5
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 ’17 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

Micron Technology
Ford
KKR and Company*
AU Optronics Corp
Gilead Sciences
Freeport McMorran
Seagate Technology
Amgen
Alphabet

MU
F
KKR
AUO
GILD
FCX
STX
AMGN
GOOG

5.1%^
3.6%
2.8%^
3.1%^
5.5%^
2.8%^
-

Theoretical Market
Yield
(Earnings/Price)
17.9%
14.3%
13.0%
12.0%
11.1%
10.2%
9.7%
7.7%
4.7%

Forward
('17) P/E
5.6
7.0
7.7
8.3
9.0
9.7
10.3
12.9
21.2

As market prices keep rising this list this gets shorter…
* 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 6
High yield
Here is a quick list of the some high yield investments that I follow along with the current
market yield.
Stock
Icahn Enterprises
Annaly Capital Management
Ad Clay Convertible
Gov’t Properties Income Trust
Blackstone Mortgage Trust
Sr. Housing Properties Trust
Solar Capital Limited
Hospitality Properties Trust
Seagate Technology
Blackstone Group
GEO Group (Private Jails)
iShares Preferred
Barclay’s High Yield Bond
PowerShares Preferred
MS Emerging Mkt Debt
AT&T
GlaxoSmithKline

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

Yield
11.8%
10.8%
9.6%
8.3%
8.0%
7.7%
7.2%
6.5%
6.5%^
6.3%
6.0%
5.8%
5.8%
5.8%
5.6%
4.7%^
4.7%^

Structure
LP
REIT
Bond
REIT
REIT
REIT
LP
REIT
Corp
LP
REIT
Bond
Bond
Bond
Bond
Corp
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 7
International ETFs
Economic Growth (GDP) Forecast by Country for 2017
India
China
Indonesia
Israel
Turkey
Australia

7.5%
6.4%
5.1%
3.4%
3.3%
2.8%

Sweden
South Korea
Chile
Spain
Mexico

United States

2.7%
2.6%
2.5%
2.3%
2.3%
2.2%

Canada
Switzerland
Germany
European Union
Greece
France

1.9%
1.7%
1.4%
1.3%
1.3%
1.2%

Russia
South Africa
United Kingdom
Japan
Brazil
Italy

My strategy is based on one simple idea. Invest in stable countries that have high
economic (GDP) growth. Below the yield shown is last year’s dividend payout divided
by the current price. Dividends payouts may change significantly as well as 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
EZA
EWY
EWP
EWD
EWL
TUR
EWU
SPY

’16 dividend Yield
3.85%
1.31%
1.87%
2.10%
2.77%
3.62%
2.08%
2.46%
1.53%
7.95%
0.04%
1.38%
3.41%
1.46%
2.99%
2.68%
4.81%
2.24%
4.25%
4.15%
2.79%
2.81%
4.74%
2.01%

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. Some of the more extreme gains are because of the beat down those ETFs had
taken previously. Don’t expect a repeat just because 2016 was crazy good year for them.
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1.2%
1.1%
1.1%
1.0%
0.9%
0.8%

Chapter 8
The Plan
Every trader reserves the right to make a more intelligent decision today than he made
yesterday. - Sheldon Natenberg

Considerations:
(+) New US leadership that may unleash the animal spirits and set a new “can do” tone
(+) World GPD growth is expected to be positive again this year
(+) Cheap Energy and raw materials
(-) New US leadership that may unleash the dogs the war
(-) The Fed has plans for three rate hikes this year raising rates by .75% this year
(-) Global shift toward hard line populism and isolationism
(-) W-88 physics packages and their cheap Chinese knockoffs
Trump Base Case:
In Chapter One we covered a few possible presidential themes, it seems like what has
transpired is a mixture of those themes in various degrees. I am sticking to my America
Incorporated (case 1) as my base case again (for now) as the primary theme. The market
seems to signal that this is the most likely outcome, at least in for the next several
months. If the facts change…
1)
2)
3)
4)
5)
6)

Lower Corporate taxes
Repatriation of $2 Trillion stranded overseas by the tax code
Simplified income tax
Less regulation on business
Not much else will occur due to the thin majority in the Senate
Rising interest rates will be a drag on the economy

The biggest easiest cost-free way to stimulate the US economy is to allow the companies
to bring back their $2 trillion of cash that is sitting outside of the U.S. and taxes it at 1015% then apply those funds to an infrastructure fund. This fund would have between
$200-$300 billon dollars at no cost to the tax payer. Additionally as this money found its
way back into shareholder hands it would be taxed again raising another $50+ billion in
taxes revenue. Companies would use these funds to pay off debt, invest, and buy back
stock, special dividends, bonuses. This money will trickle down into the economy.
The next easiest cheapest thing would be corporate tax reform to become more
competitive global. The US has some of the highest corporate taxes in the world; even
Europe has corporate tax rate that is nearly half of the US rate.
On most days the administration seems obsessed with driving us toward scenario number
2 by acting irrational and unstable. I am getting concerned that the trivial is becoming
the relevant.
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Bonds vs Stocks in 2017
I believe only one of these investments will work this year and possibly neither. Stock
prices have gone up going into this year while bonds have fallen (yields increased). If
Trumponomics works then then stocks are going to outperform but interest rates are
going to go up hurting a bond portfolio. The opposite is also true if Trumponomics fail,
stocks are going to fall and interest rates will fall making a bond portfolio outperform.
It’s very unlikely that in the next couple of year both bonds and stocks can perform well;
it’s likely it will be one or the other as the big winner this year. So far it seems to be the
stock market.
Hedging
Hedging, I usually keep a small basket of investments that would likely to go up if the
market were to tank. This year I think it’s especially important. Most of these
investments I expect to lose money at the time purchase them but they can outperform
and help mitigate losses if something sudden changes in market sediment and/or
unexpected global events developed overnight/weekends.









Cash
Gold
Bonds
S&P 500 (SPY) long dated (LEAPS) put options
FXI (China ETF) puts
Foreign currencies (FX) such as Yen or Swiss Franc
Volatility Index (VIX) hedge strategies
Asset rebalancing

I think of these “hedges” as an insurance policy. Remember it’s usually wiser and
cheaper to buy insurance long before your house burns down. Take it from me, getting
portfolio insurance (hedges) for a disaster after the fact is usually a waste of time, money,
and effort.
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Stock Market Cycles
Historically the stock market tends to go up this time of year through June.

The Plan (subject to change without notification):
I have not followed my plan from last quarter. The sell-offs never came and the market
kept going up. I was never was more than 75% invested and started to trim even that low
level down to 50% last month. Despite my weak participation I am on track for a record
year even though I don’t expect the current winning streak to continue.
Toward the mid-summer of this year I plan to reduce my exposure further to the market
expecting a selloff then getting back into the market sometime in September/October.
Assuming “America Inc.” from Chapter 1 is still the scenario; I would become at “all in”
sometime from the October lows and ride it out until the end of the year when the S&P
500 hits 2400+.
I have my money mentally split into 4 piles with a quarter of it designated for long term
investments, a quarter in high yield, a quarter into midterm investments (1-3months), and
the last quarter into short term investments of 1-3 weeks. I tend to get in and out of the
short term first and if warranted the midterm strategies. Rarely do I go below 50%
invested and avoid touching the longer term or high yield/income strategies.
Currently I have no hedges other than 50% ~60% of my holdings are in cash. As I was
proofreading this report this morning, I started moving my cash into VIX hedges
effectively reducing my market position further. My guess is I’m now closer to 60% cash
equivalent. I’m starting to see some bad things in the VIX term structure.
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To Do List
I am currently about 50% 40% invested
Reduce more in June/July
Buy in October
Add hedges




I’m willing to give up 1/5 of my gains to prevent at total loss if things
suddenly/unexpectedly turn out poorly.
Buy China ETF (FXI) put options, if things go south they may start here
UVXY only when things look like they are about to blow up

Watch for




I will watch for Mr. Trump deviating from my base case of “America Inc.”
Be ready for other scenarios.
I’m watching for a self-inflicted global crisis. My guess is it will be in China,
Mexico, Iran, India, Italy, or Greece.

My Sell Signals (subject to change without notification):




I’ll sell 25% of the existing portfolio if the S&P 500 goes under 2190 for more
than a week or the VIX spikes above 16.
Another 25% signal is if the S&P 500 goes under 2100 for more than a week or
the VIX spikes above 20.
Exit signal is if the S&P 500 goes under 2045 for more than a week or the VIX
spikes above 22. Possibly monetize (sell) hedges at this point.

Currently I have no buy back in levels… if things start to go badly they are likely to go
badly for a sustained period of time and this may be the signal to invest in canned goods
and a retreat or two in the mountains.

Copyright © 2017 by Mark A. Rush

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).

ETF Symbol
SPY
QQQQ
DIA
VTV
IWM
EFA
EEM:
TLT
IEF
AGG
LQD
SHY

Low
5%
5%
5%
5%
10%
5%
5%
12.5%
12.5%
12.5%
12.5%
10%

Risk Level
Balanced Growth
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
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

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

Risk
Adverse
3.05%
6.92%
-0.91%
9.16%
8.34%
8.97%
7.02%
11.17%
11.14%
-8.18%
7.82%
9.72%
5.49%

RESULTS
’17 Return
’16 Return
’15 Return
’14 Return
’13 Return
’12 Return
’11 Return
’10 Return
’09 Return
’08 Return
’07 Return
’06 Return
’05 Return
Annual average return
Compounded Annual return

6.80%
9.74%

12/31/16
Price
$223.53
$118.48
$197.51
$93.01
$134.85
$57.73
$35.01
$119.13
$104.82
$109.06
$117.18
$84.45

3/31/17
Price
$235.74
$132.38
$206.34
$95.37
$137.48
$62.29
$39.39
$120.71
$105.59
$108.49
$117.91
$84.52

Balanced
4.56%
8.34%
-1.48%
8.31%
13.31%
11.56%
3.30%
12.45%
19.65%
-18.66%
9.40%
13.63%
7.55%

Growth
6.21%
11.58%
-2.47%
6.71%
22.72%
15.30%
-2.52%
15.53%
31.48%
-33.90%
10.04%
19.09%
9.73%

6.97%
9.10%

8.25%
9.74%

YTD
Yield
Rate
1.75%
0.83%
2.25%
2.34%
1.13%
0.00%
0.00%
1.63%
1.15%
1.62%
2.16%
0.50%

YTD ‘17
Gain w/
Dividend
5.92%
11.96%
5.06%
3.14%
2.24%
7.90%
12.51%
1.74%
1.02%
-0.12%
1.17%
0.21%

Aggressive
6.71%
12.73%
-3.96%
4.25%
24.75%
16.86%
-6.51%
16.91%
36.54%
-39.60%
10.45%
21.83%
11.77%
8.39%
8.93%

The overall winner was the stock-centric portfolios. Tech, emerging markets and Europe
were the big winners being up nearly 8%+ this year. The aggressive portfolio is on pace
for a 25% gain this year albeit I don’t believe it will achieve that level as I expect some
turmoil in the second half of this year.
Most pension funds would pay handsomely for these kinds of returns over the past 12
years but here they are offered up for free to anyone….
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Chapter 10
My Current Portfolio Holdings
Trading Portfolio(Taxed) - Options, short positions, short term trades, FX
Cash
BRKB – Berkshire Hathaway (daddy Buffet play)
LMT* – Lockheed Martin on the off chance they get their fusion reactor going
MSFT* - Microsoft as a tech play/momentum
^VIX* - Various option strategies for volatility harvesting via theta decay and VIX contango roll
IRAs (Tax deferred) - Income and high yield
Cash
BX – Blackstone Group (high yield income)
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)
^VIX* - Various volatility harvesting strategies via theta decay and VIX contango roll
* Denotes options positions
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Chapter 11
Final Thoughts











The Good
Trump is the President of the United States of America
World GDP is projected to be positive and greater in 2017
Animal Spirits are being unleashed
Interest rates are low (but rising in the US)
Potential for lower regulations
Potential for lower corporate taxes
It’s stimulus season. Say it loud, say it proud, we’re all Keynesians now…
Low energy prices
New innovations and new efficiencies are creating new real wealth daily
A New Hope







The Bad
Trump is the President of the United States of America
China political and economic friction
Potential for entering era of global trade wars
European meandering recovery
The Ego Strikes Back









The Ugly
Trump is the President of the United States of America
Policies based on mercantile economics
World governance that doesn’t understand basics of wealth creation
Unknown unknowns, the kind that blindsides you at 4 p.m. on some idle Tuesday
Shall we play a game?
Return of the New World Order

Things are changing, has your financial strategy??
This is the conclusion of my report; I hope to get the next report out on July 5th, 2017
and I will again attempt to entertain you with my updates, thoughts, reflections, bad
grammar, and exceptionally bad puffreading. ;-)
Regards,
Mark Rush
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