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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 

implications 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 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. 
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Introduction 

 

I’m back… 

 

Here we are starting off another year and it’s time for me to muse over what I see as the 

future economic situations and market responses.  Again, I must remind people to 

separate their politics from their investments, I frequently get asked if this or that piece of 

speculative political gibberish should change a person’s investment thesis.  I have to 

laugh and repeat my favorite question “how does that affect the number of cars that will 

be sold this year?”.  For my Trump Supporters friends, you are wildly over-optimistic on 

what this guy can achieve and for the Hillary crowd, I repeatedly needed to explain why 

the stock market is up 20% this year despite their previous expectations and recent 

fantastical rationalizations.  Everyone is severely overestimating the influence a single 

person has on the economy.  The only time a meaningful change of economic direction 

can occur is when a single party holds the House, Senate, and Presidency.  Mr. Trump is 

only one leg in that stool, take the time to look at the big picture and invest based on what 

is actually happening in the world’s interconnected economy and not how it's being 

portrayed on MSNBC or Fox.   

 

This is just one of many examples of predictions made by political partisan posing as 

financial experts. “It really does now look like President Donald J. Trump, and markets 

are plunging. When might we expect them to recover? A first-pass answer is never… So, 

we are very probably looking at a global recession, with no end in sight.” — Nobel Prize 

Economist Paul Krugman of the New York Times after the 2016 election.  “Investors” 

who bought into the political drama last year missed out on a 20% return and now will 

need to work for several more years before retiring.  The pundits are fostering an 

ideology without any economic consequences to themselves while I, on the other hand, 

am trying to pay my bills and being right with my insights are my sole source of income.   

 

In the last report, I said I was going to look into leveraged high yield funds but I ran into 

a snag.  My broker (Fidelity) won’t allow me to purchase any of these ETFs (too risky), a 

first as far as I can remember.  Additionally, most of these funds have lost money last 

year, despite the high dividends, and have very bad liquidity so I can’t recommend them.  

I guess that’s the point of research.  

 

Also, I started to use Grammarly to proofread my documents, let’s see if it helps.   

 

Hasta La Vista, Baby 

 

Mark Rush 

 

You can follow me on Facebook at “Theta Capital Partners”. 
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/ 

 

This document may be distributed to anyone free of charge.  I reserve all Intellectual Property Rights 

of this document.  The information contained in this document is for educational and/or 

entertainment purposes only, use of any information is at your own risk. I am not a broker-dealer or 

advisor of any kind. 

https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/
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Chapter 1 

Considerations 
 

Tax Reform 

 

In case you living under a rock this year, we now have a modestly different tax code…  

I’m not going to try to pretend I understand all the minor nuances of the recently passed 

tax reform law and for now, but I am going to talk about the big items.  There are plenty 

of ideologically biased news articles out there to explain in better detail to validate what 

you already suspected about this tax plan and how it will affect you and the economy.  

 

Corporate taxes are now lower, it will boost earnings for the most stocks because they 

will be paying fewer taxes, if you previously earned $1 then you were left with $0.65 

after paying Federal taxes and now you would have $0.79 after-tax income, this is a 

21.5% increase in profits without changing anything in your business.  Now, this is a 

simplistic approach and doesn’t take into account other taxes and deduction but the 

general consensus is that most companies will gain about 10% more in profits this year.  

International companies will likely earn less, since they were adept at tax avoidance, and 

smaller more US-based companies would likely see more profit increases.  The smaller 

local business also should see significant profits also. 

 

I do think the corporate tax cut is significant and will be a net positive for the economy.  

As far as the stock market it should be a tailwind but a lot of the good news of higher 

earnings were priced into the stock market last year.  So, if the economy takes off, as I 

expect, the market has room to go up.  If the economy sits at 2.2% GDP growth the stock 

market will be less enthusiastic or stagnant.  

 

As far as personal income tax, this part of the “reform” was kind of a shell game. Higher 

income people in high tax states will likely see little benefit because the tax cuts are 

offset by the limits on deductions of state income taxes.  Rich people in low to no income 

tax states like FL and TX will see a much larger benefit of the tax cuts, but it’s a few 

percentage points at best.  It was kind of steal from the blue state rich to give to the poor 

in the red states.  

 

On the lower end of the income spectrum, people who take the standard deduction will 

benefit the most but a lot of the “doubling” of the standard deduction is mostly offset by 

the elimination of the personal exemption.  I ran tax estimates for me and my mother’s 

taxes (I prepare her taxes each year) for 2018 and I will pay $215 more in taxes and she 

will save around $150.  All in all, there isn’t much change for the average person. 

 

On net, the investment class will get more to invest with while the consumption class will 

not get to consume significantly more (or less).  There should be more available jobs and 

I do expect some upward wage pressure. Overall this should be good for the economy 

and potentially for the stock market this year but should be a net gain in the coming 

years.  The downsides are the increased public debt and the potential for inflation with 

higher interest rates caused by an overheated economy.  Again, this is not a comment if 

this is good or bad public policy but what I expect the impact will be on the markets.  
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Federal Reserve Balance Sheet Adjustments 

 

The Federal Reserve action over the next few years could have the biggest negative 

impact on the stock market, bond prices, and housing prices that we have seen in a 

decade. The Fed’s balance sheet/money supply is one of the more important items to 

watch in the coming next five or so years. If this goes off track it will materially alter 

your personal finances and potentially the world economy. 

 

The Federal Reserve wants to start to undo its Quantitative Easing program.  With the 

goal of removing up to $600 Billion/year from circulation each year for nearly a decade, 

this makes me worried about the unintended consequences. 

 

As I see it, the following things may occur with all other things being held equal. 

 

- The dollar will become scarcer; therefore, the dollar should increase in value. 

- As the dollar goes up everything else (stocks, gold, bonds) should decrease 

- Exports will suffer, trade deficits will go up, corporate profits will go down 

- Mortgages will go up, remember before the crisis mortgages were 6-7% 

- Housing prices will fall since monthly payments will be higher 

- Servicing the national debt will become more difficult due to higher interest rates 

 - Rates will go higher, it will cost more for the US to service it's $20T in debt  

 - The Fed “gives” almost $100B to the Treasury each year in excess “profits” 

 - The economy will be slightly weaker reducing tax receipts  

 

The US’s net worth is roughly $100 Trillion and 4.5% of that is the size of Fed assets 

The US’s produces ~$18.5 Trillion/year and $600B/year is 3.25% of GDP 

The US Government spends $3.8 Trillion/yr. which 2.4% comes from the Fed’s “profits” 

 

So, the current balance sheet regiment makes us richer, pay less to borrow, pay fewer 

taxes, allow more government spending and borrowing.   

 

Previously I have talked about the need for a decent Fed Chair and DJT has made a fairly 

safe choice.  Jerome H. Powell seems capable enough although he is not an academic 

who traditionally fills the position, he seems more like a competent manager.  This guy is 

not a cowboy so we will take this off the things to worry about. 
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Interest Rates 

 

The Fed just raised short-term rates again in December. These rate hikes will tend to 

work against the current stock market trajectory.  The Fed has more or less stayed on 

track recently with their stated plan for short-term rates heading toward 3% sometime in 

2020 or beyond. My best guess is that we will see three rate hikes in 2018, more if the 

economy gets too strong and less if it weakens. 

 

 
 

Below is a great simple illustration of how higher interest rates work toward changing 

housing values.  If someone could only qualify for a $1000/month loan they would be 

able to afford a $205.3k house with rates at 4.16% but only $102.8k house if rates were at 

11.26%.  Higher rates will shift demand toward cheaper homes.  It has a similar effect on 

the stock market… 
 

 
 

The Fed raising rates is a drag on the economy and the stock market 
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Trumponomics 

 

I wasn’t sure which DJT was going to show up to govern after the 2016 election 

so I came up three “big picture” scenarios last year along with the likely impacts 

on the markets.  Below are my original thoughts from last January’s Report. 

  

Scenario 1: 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 Reduces “inversions” and companies stop leaving the U.S. 

o Allows more money 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, there will be 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 

• Reduce Government waste fraud and abuse, saves $10’s of Billions  

o Cabinet makes huge beneficial changes to the system  

o Pentagon 

o Government bureaucracy/staffing levels/compensation/retirement 

o Eliminates wasteful government endeavors 

o Frees up skilled labor for private workforce 

• Other non-economic campaign themes do not have support in Congress 

o Other non-economic executive action is limited by Congress via budget 

o The Senate becomes a filibuster quagmire for destructive agendas (trade) 

• Courts block excessive unilateral actions by executive 

 

Under this scenario, corporate Under this scenario, corporate profits rise, the stock 

market rises, the dollar rises, interest rates rise, unemployment falls, wages rise.  Under 

this scenario, I would be heavily invested and I would think the Russel 2000 (IWM) 

would benefit the most. What falls? Gold and Democrat’s convictions.   
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Basically, the stock market goes up 15-20% in total during 2017 based on 

increased productivity, lower regulations, higher profits, and change of business 

climate. 

 

Scenario 2: 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 the economy begins to mildly falter.  The 

Federal Reserve becomes in charge of the economy again while 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 attempts to use agencies to spy and intimidate the opposition  

• News headlines focus on watercooler trivial gossip  

  

The stock market returns to “pre-Trump” levels.  

 

Scenario 3: 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 skirmishes with China in the South China Sea.  On the home 

front, the relationship between the President and Congress Presidency becomes a 

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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 2018 (updated) commentary:   

 

We got mostly scenario 1 and a smidgen of scenario 2 and thankfully very little of 

scenario 3.  The doomsayers have been seriously wrong last year in regards to the 

economy, I on the other hand, by focusing on the important and relevant, was able to 

generate sufficient income to live conformably for the next few years of DJT’s term. 

 

The stock market, for now, sees in Mr. Trump and his Republican cohorts as tax 

reform, reduced regulation, and a shift of the narrative toward less inhibited 

capitalism.  His shake-up of the economic status quo could be the largest and 

most potentially the most economically constructive in over a generation.   

 

For those who believe that we are on the verge of an economic utopia let me 

break the bad news to you now, Mr. Trump has a propensity to waste political 

capital on the outlandishly trivial and has a very uninformed worldview.  I 

personally don’t understand how he has been so successful with his own 

businesses with his management style.  If Trump had complete control of the 

economy and was able to make policy based on his own fanciful insights, I would 

be short of the market and I believe we’d be heading back toward the 2008 lows 

once again.  Be happy that the slave-owning white guys who designed our current 

government system almost 250 years ago kind of knew what they were doing. 

  

Despite all the gossip at the water cooler, most of the drama really doesn’t affect 

business too much unless you happened to own shares in the popular media.  

Even if none of the Scenario 1 agenda would have been implemented the market 

would have gone up because “no change” is stability.  Business thrives under 

stable conditions, despite all the sideshows in the political world, the business 

world believes that at the very worst the rules won’t change toward more 

government involvement in the remaining years of the current administration.  

This alone is sufficient for the market to be bullish.   

  

I also have more bad news for those of my more liberal friends who relish the 

thought of seeing the removal of Mr. Trump from office.  The victors could be 

sanctimonious on their triumph but it will end up being a hollow victory because 

they waged war on a single person and not on the ideology.  The left may have 

vanquished an ineffective foe but they will have replaced him with Mike Pence 

who is a focused and a competent ideological adversary. If you remove the 

protagonist from your story, you may not have a story left that will get people’s 

attention and your base may sit at home during the next election day because they 

have already defeated the current “worst President ever”.  Be careful of what you 

wish for, you may indeed win the battle but lose the war.   

 

If the President were to be removed by whatever means (very difficult to 

achieve), the market will likely sell off leading up to the event (assuming it’s not 

a sudden removal/resignation) but expect a massive bullish market once the 

market realizes that Mr. Pence will be at the helm.  Currently, Mr. Trump is the 

biggest hindrance in regards to achieving the Trump agenda.  
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It is always a good idea to check all emotional impulses at the door when attempting to 

make sound long-term investment decisions that may influence how well you live after 

you stop working and the current political nonsense has been long forgotten.  

 

 2018 Elections 

 

I’m almost positive that we will have a mild mid-year correction in the US stock market 

this year and I believe that it will be triggered by the 2018 elections. The polls have the 

House and Senate in a near balance with a slight Republican edge.  One thing that Wall 

Street hates is uncertainty and the as we get closer to the election that “uncertainty” will 

increase along with investors anxieties. I will likely start reducing my positions in early 

June and stay cautious until mid-October when the polls will more likely to have the 

probable outcome. 

 

If its close I will be on the sidelines until after the elections if the Republicans hold power 

then I will invest all assets immediately.  If the Democrats win, I will wait two weeks to 

let the market panic subside then invest all assets.  Economic policy will not change until 

the House, Senate, and Presidency changes to a single party and the earliest possibility of 

a big change occurring is in January 2021.  

 

 
 

 

Any sell off due to the elections will be a buying opportunity  
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Rise of the Machines 

 

It’s time to talk about algorithms, Artificial Intelligence (AI), volatility, market 

inefficiencies, and investing.  There is an irony in my first article on AI while it’s the first 

time I’ve used an AI to proofread my report. 

 

I have written a decision-making toolset to help me invest.  It grabs data from the 

internet, checks a bunch of market conditions and technical trends, and then uses a Monte 

Carlo simulation with some statistical probabilities to point me to some specific macro 

trends.  Even with my phased plasma algorithm in the 40-Watt range, I’m having a hard 

time keeping up with the recent developments in the market.   

 

I have improved upon this program significantly over the past 4 years and the weekly 

options market use to a very lucrative endeavor for me deriving a not so insignificant 

portion of my income, but last year I have all but abandon these strategies.  My program 

previously found mispricing for various options combinations but for the past several 

months it has found very few and has been wrong many times.  My algorithms use to be 

able to toss up warning signs a day or two in advance before any significant market move 

but now it struggles to predict them even after the move has already occurred.  Despite 

some ever-increasing sophisticated methods, I feel like my algorithms are struggling to 

stay ahead of the market.   

 

It’s no secret that the vast majority of the transaction initiated on the stock exchanges are 

initiated by computers and in the recent past I have written that I thought that day trading 

by a human is a myth left over from the late 90’s and that anyone who claims they are a 

successful day trader is either lying to you or themselves.  The computers have 

completely taken over this area because they are quicker, faster, more informed, and just 

better than any human could ever achieve at this task.  No human can beat a computer in 

chess or the arguably more complex game of Go, therefore, it is doubtless that any human 

can beat the machines at day trading which is vastly less complicated. For the doubters, 

my phone challenges you to a game of chess for $1,000 per game. 

 

My thesis is that the computers have advanced to the point that it is doubtful that any 

human can compete in trading that involves the mathematical aspects of the profession. 

I believe that the Artificial Intelligence (AI) through self-learning along with marketplace 

Darwinism has come to the point that the market has become incredibly efficient and it 

may be very difficult for any investor to find an “edge”.   I believe that all this 

competition between various AI’s is partly responsible for the extremely low volatility 

we are currently seeing.  As the market has converged to a grand expectation, 

relationships between the individual stocks and the general market have yielded a very 

narrow range of prices for any given stock.  Given a basket of stocks, these errors tend to 

cancel out (sum of squares) for any given sectors or indexes, the “fair value” has even 

more accuracy.  Expand the sectors to the general market and the odds of the market 

having the “correct” price for the given risk and alternative investments would reduce 

volatility.  Reduced volatility means less risk, therefore, a higher market. The AI is new... 

powerful... hooked into everything, trusted to run it all. They say it got smart, a new order 

of intelligence. Then it saw all market makers as a threat, not just the ones on the other 

side.  
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What does all this mean for the typical investor? 

 

The benefit to the average investor is that at any given time anyone could invest in the 

market without doing too much research.  The machines have priced all known data and 

all alternatives therefor the market is always very near “fair value” considering the 

current risks.   In other words, just buy an easy to manage ETF portfolio and let the 

machines do all the work making sure everything has the proper risk-adjusted price.  

Picking individual stocks is a fool’s errand and would unlikely to provide much more 

than a convenient way to play an online game of chance. Also, as for as those expensive 

financial advisors, many are paying for, they may not really be adding any real value.  

Does your advisor’s investment management style significantly outperform the market 

after taking into account of their fees?  Any modestly aggressive portfolio gained 20% 

last year, how did your advisor do? 

 

The downside will be the next sell-off will likely be swift and completed so fast that 

humans won’t be able to keep up with the selling.  This begs that most portfolios should 

have some kind of hedges (insurance) because the next extremely brutal selloff will most 

likely be complete long before those quarterly statements come out. 

 

I predict it will become increasingly difficult for humans to outperform the indexes. The 

only real options left to outperform is to increase time horizons and/or risk.  Listen and 

understand. That AI is out there. It can't be bargained with, it can't be reasoned with. It 

doesn't feel pity, or remorse, or fear, and it absolutely will not stop. Ever.  
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Chapter 2 

The Fundamentals 

 
Economic Projections 

 

It is time to look at the economy and give 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  (2.2%) 

US Gross National Product (GDP) Growth > +2.8% for 2018   

 

I was expecting more growth last year but I foolishly was expecting Congress to act 

much faster on the economic agenda.  I expect GDP to gain some steam in the second 

half of this year hence my aggressive 2.8% GDP growth.  I say aggressive since the 

consensus is closer to 2.2% - 2.4%.  

 

The US economy has potential to pick up its growth rate next year. 

 

Unemployment will decrease to < 4.5% by the end of 2017 (4.1%) 

Unemployment will decrease to < 3.8% by the end of 2018 

 

It seems the economy may be finally retooling itself and the unemployment rate should 

continue to fall if this is true.  The latest number (November) was 4.1%.  I’m expecting 

the repair efforts in FL and TX to make this fall faster in the coming months. 

 

 
 

Unemployment is falling but should be putting upward pressure on wages soon… 
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Federal Reserve rates will be between 1.00% to 1.75% by the end of 2017 (1.375%) 

Federal Reserve rates will be >2.0% by the end of 2018 

 

I am expecting 3 Fed hikes this year which is the same as the Fed is indicating.  But I’m 

expecting four rate hikes if the economy hits 3.5% GDP growth and only 2% if it goes 

below 2%. We are still on target for 3 rate hikes (+0.75%) this year.  Short-term 

borrowing cost may increase 50% this year but will remain low by historical standards. 

 

 
Rates are rising 

 

Inflation > 1.5% in 2017 (2.2%) 

Inflation > 2.4% in 2018  

 

 

Inflation is currently at 2.2% 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 (2,673.61) 

S&P 500 index >2900 by the end of 2018 

 

Rising rates are going to put downward pressure on stocks since higher yields will make 

bonds look more attractive as a low-risk alternative. The S&P 500 earnings outlook are 

expected to increase to ~$150 this year up from $132 last year. This should lead to a 

13.5% increase in the market next year if all other things were equal, but they are not. 

The rate hikes are becoming significant headwind but the economy seems to be gaining 

momentum.   This leads me to project an S&P 500 index breaking 2900 by the end of this 

year despite higher interest rates.  This is based on the House and the Senate staying in 

Republican control. 

 

The S&P 500 ended the year at 2,673.61 and is up 19.4% this year. 

  

I expect the stock market to go up this year but not in a straight line. 
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Real Estate Average Home > $200k in 2017 ($205,100) 

Real Estate Average Home < $210k in 2018 

 

The 30-year mortgage rate is at currently 3.75%.  Rates ranged from near 3.6% to over 

4% in the past year.  The 2016 housing prices ended at $192,500 vs. $205,100 currently. 

 

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 slightly due to a stronger economy but less 

appreciation at the higher end of the housing market due to blue state deduction limits 

but offset some by stock market gains.  The rising home prices on the mid to low end are 

coming to an end. 

. 

 

                     National Home 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 ($666B) 

<750 Billion Dollars budget deficit for FY 2018 

 
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….  In the short run, I 
expect the economy to do much better than the experts expect therefore bringing in 
more government revenue than they expected.  Longer term we are well on the path 
of a debt spiral. As interest rates go up, more and more of the budget will be 
consumed by the servicing the $20 Trillion in debt.  Our only possible hope at this 
point is to grow our way out of it and that is becoming more and more improbable. 
 

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 per year. 

 

1) Medicare and Medicaid  $995.75 billion ($8,024/employed person) 

2) Social Security  $884.47 billion ($7,130/employed person) 

3) Defense   $583.33 billion ($4,704/employed person) 

4) Federal pensions   $253.73 billion ($2,024/employed person) 

 

 
 
 
Deficits were approaching more manageable level but likely to explode under 
Trump in the out years. 
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Chapter 3 

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 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          12/31/16 6/30/17 12/31/17  Link                           

SPY   +16%  +8%   +56%  http://www.barchart.com/opinions/etf/SPY  

QQQ                +16%  -16%   +16%  http://www.barchart.com/opinions/etf/QQQ 

IWM                +16%  +40%   +56%  http://www.barchart.com/opinions/etf/IWM  

  

International  

EFA                    -8%   -8%   +80%   http://www.barchart.com/opinions/etf/EFA 

EEM                  -48%  +24%   +72%  http://www.barchart.com/opinions/etf/EEM  

   

 

Bonds      12/31/16 6/30/17 12/31/17  Link                            

TLT                    -16%  +8%  +32%  http://www.barchart.com/opinions/etf/TLT  

SHY                   -16%   -40%  -88%  http://www.barchart.com/opinions/etf/SHY  
   
 

Gold/Oil/Dollar Index/Euro/Yen 

GLD                   -16%  -24%  +56%  http://www.barchart.com/opinions/etf/GLD  

USO                   +80% -16%  +100%  http://www.barchart.com/opinions/etf/USO  

UUP                   +48% -100%  -72%  http://www.barchart.com/opinions/etf/UUP  

FXE                    -32% +100%  +88%  http://www.barchart.com/opinions/etf/FXE  

FXY                    -32% -32%  +24%  http://www.barchart.com/opinions/etf/FXY  

   

Volatility Index (higher is bad) 

 

VIX index          +48%    0%  +8%     http://www.barchart.com/opinions/stocks/$VIX 

 

 

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 level of “fear” in S&P 500 stock 

index but it is used as a proxy for the general U.S. stock market. A lower VIX indicates a 

lower level of fear in the market and lower fear generally means more confidence and 

higher prices.   

 

Volatility since the Presidential election in 2016 has been on the historical low side and 

my seasonality theory says that we may stay on low or sideways until at least June. 

   

Lower volatility (fear) is good for the market 

 

TED Spread…  

         

 

 

The US Treasury vs. Eurodollar (TED) spread is like a “bond market fear index”.  Since 

the election, the TED spread has been general falling (good). This indicates a break in the 

building fear in the bond market over the past few years so this is a positive trend.   

 

The Treasury Eurodollar has paused and this is good for investments. 
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Yield Curve (US 10-year yield less the 2-year yield spread) 

 

I’ve added this indicator to the roster, the US Treasury “Tens minus Twos” yield spread.  

Usually the longer the term of a bond the more the tendency for the interest rate is to be 

higher than a shorter-term rate, in our case I would usually expect the interest rate of the 

10-year U.S. Treasury to be higher than the 2-year Treasury.  

 

 

      Ten-Year minus Two-Year US Treasury Interest Rate 

 
 

In the above chart, you can see the rate difference going from -0.5% (2-year rate higher 

than 10-year rate by 2%) to almost +3%.  The grey area in the chart is when recessions 

have occurred.  Notice that before each recession the “Tens minus twos” went negative.  

There are a big chicken and egg debate on what causes what when it comes to yield 

curves and recessions but it does seem to have substantial predictive power. 

 

If you have ever thought “I wish I could get a 12 month heads up on the next major 

market sell-off”, stop wishing and pay attention to this indicator. 

  

Currently, the Tens minus Twos are just under 1% and this seems relatively safe to me 

but the trend is disconcerting. 
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Below are the unremarkable (~1.57%) 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 

 
 

The 10-year Greek rates spiked to around 15% in the past couple of years ago but now 

back down to 4.12%.  This is low, too low in my opinion for the risks involved, but as 

long as it can stay under 7% we could assume another Euro crisis will be avoided… for 

now. 
 

    Greek 10 Year Bond Yield 

 
 

The Spanish bonds are positive while the Greek bonds have a remarkably low yield 

considering they are unlikely to pay their debts back; the low yield is a good sign for the 

market in general and Europe specifically. 
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Technical Summary… 

 

Since the presidential elections in 2016, the technical indicators have looked positive for 

most stock investments and continued to indicate a bright future.  All stock indicators are 

screaming buy with the exception of technology.  The dollar looks weak tending to make 

overseas investments a better bet.   Oil is strong pointing to increasing economic growth. 

Everything else is immaterial. 

 

I’ve have been waiting for a sell-off for over a year now… It’s time for me to throw in 

the towel and get investing! 
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Chapter 4 

Sectors 
 

US Economy 

 

I’m assuming for now that the base case of America Incorporated scenario stays intact 

until at least the middle of this year.  Our economy appears to have the potential to grow 

at greater than 3.0% this year being boosted by hurricane reconstruction in Florida and 

Texas along with corporate tax reform.  Fed policy will be a headwind but as long as no 

unforeseen circumstances appear then this year should be a good year for the economy.  

Regarding the US stock market, with a ~20% gain last year, keeping up that momentum 

could be tough.  I expect an up year for the S&P 500 but I’m not as enthusiastic as I was 

last years. 

 

Europe/UK 

 

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

The Euro Zone is expected to achieve 2.1% GDP growth this year.  Europe is starting to 

shake off its funk and valuations are more attractive.  France may accomplish some 

economic restructuring and catch up to the late 20th Century economic philosophy.  The 

UK may go the other way, Brexit is the big wild card that could hurt all of Europe.  I am 

constructive on Europe with the exception of the UK and may put some money to work 

there this year for the first time in a while. 

 

Due to the internal politics going on in the UK, for the foreseeable future, I shall not 

invest in the UK, I will short the UK market/Pound if a snap election or no-confidence 

vote is likely to occur in the UK.  This will become easy money if and when an election 

occurs but for now, it is time to sit and wait.   

 

I currently have no investments in Europe but I am looking at EFA and I am waiting to 

short the UK… 

 

The US Bonds  

 

With the Federal Reserve announcing its intentions to return interest rates back toward a 

more 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 tend to fall in value.   Most market 

experts say that if the 10-year bond goes above 2.6% it will likely continue higher from 

there. As of late US 10-year bond yield has been holding and currently at ~2.5%.  

 

I believe bonds will not do well this year but the bond market continues to elude my 

predictions so it’s time to admit I have poor instincts when it comes to bonds. 

 

Bonds are relatively tricky and dangerous this year. I own CHI high yield fund. 
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China 

 

The International Monetary Fund put out a report recently regarding China's ever-

growing debt problem and that it poses global financial stability challenges. Credit 

growth has outpaced GDP growth, leading to large credit issues. 

 

https://www.bloomberg.com/news/articles/2017-12-07/china-banks-need-gradual-and-

targeted-capital-boost-imf-says 

 

On the positive side, Mr. Trump has been too busy focusing on important things, like 

trading insults, so he isn’t focusing on reducing Chinese trade.  The next global debt 

crisis will likely start in China but it may still be many years away.  

 

I have no investments in China at this time. 

 

Muni bonds 

 

Lower taxes and rising interest rates are not good for Muni Bonds…  

 

I do not own any muni bonds nor do I plan to purchase any.   

 

Treasury Inflation Protected Securities (TIPS) 

 

U.S. inflation based bonds.  I don’t have a positive outlook on 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 for these instruments.  The yield is ok (TIP ETF is 1.7%) for what you get but 

inflation is running around 2%... 

 

I don’t own any 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 

 

Financial stocks 

 

Banks and the like generally make money by borrowing money in the short term and 

lending that money out in the longer-term loans.  Their profits are correlated to how 

cheap they can borrow and how much they can charge for longer-term debt.  Potential 

deregulation should benefit the banks this year but a lot has already been priced into these 

stocks and the yield curve has been getting compressed. 

 

I do not own any bank stocks but worth looking at on any outsized dips. 

 

https://www.bloomberg.com/news/articles/2017-12-07/china-banks-need-gradual-and-targeted-capital-boost-imf-says
https://www.bloomberg.com/news/articles/2017-12-07/china-banks-need-gradual-and-targeted-capital-boost-imf-says
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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.  Some of this would 

be offset by lower corporate tax rates since the vast majority of the XLU profits are 

located in the US with a current yield around 3% and generally low P/E’s. 

 

I would avoid utilities that get most of their revenue in the Blue States because I suspect 

that Various Public Utility Commissions will try to claw back most of the benefits of 

lower corporate taxes to get lower utility rates. 

 

I do not own and do not plan to own the utility sector; tax cuts should help most utilities. 

 

Oil/Energy 

 

With a stronger world economy expected this year, I can see stable to slightly increasing 

oil prices this year.  Long-term (5-15 years) as hydraulic fracturing technology spreads 

beyond the US the price of oil should resume dropping.   

 

I don’t like any long-term oil investments right now and I own no energy stocks. 

 

Emerging/Frontier markets 

 

These markets did very well in 2017 and should continue to do well this year.   

 

World GDP is expected to grow 4% this year but the major developed counties are only 

expected to grow between 2-3%.  All this remaining economic activity will be done by 

the rest of the world.  I expect this year to be a good year for less developed economies.  

 

The fastest-growing major economy will likely be India with a consensus estimate of 

7.4% of economic growth this year outstripping China’s 6.5% expected growth rate.  I 

will likely invest a small amount of money India soon. 

 

I own EDC, the 3x leveraged emerging market fund. I am looking at investing in India. 

 

Retailing 

 

Over the past few years, I have slowly trimmed the number of stores where I shop and 

frankly, I’m down to mostly just four retailers.  I tend to buy most of my items at 

Walmart, Costco, Amazon and Home Depot.  I admit my demographic and remote 

physical location hampers me from hanging out at the mall on the weekends like the good 

old days.  I’m not the only one who’s buying habits have changed radically in the past 

few years. Sales at brick and mortar stores are generally down and without much hope of 

sales trends changing in the next decade. 

 

I own Amazon. 
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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 buybacks and mergers this year due to 

tax reform.  Tech should be mostly “business as usual” under the Trump administration.  

 

I own a few technology investments, although I think the sector may be overpriced.  

These are mostly medium-term trading themes (buy them because they are going up) and 

I don’t expect to have them past July. 

 

I own Tesla (TSLA), Amazon (AMZN) and a long butterfly straddle on Finisar 

Corporation (FNSR). 

 

Gold/Platinum 

 

If things get bad then this investment could 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 have become a bit more constructive on gold and silver these days.  Currently, these 

investment vehicles are getting some competition from bitcoin and once that fad has 

subsided I would expect gold to start gaining in value again.  

 

I own physical Gold, Silver, Platinum, and Palladium.   

 

Real Estate 

  

Real Estate could get complicated over the next few years with… 

 

• Interest rates are expected to rise and should 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 on the higher-end market 

• Reduced deductions on high income reduces demand on higher-end market 

• Aggressive immigration enforcement reduces demand on the lower-end market 

• A thriving economy increases employment helping the low and middle markets 

o An entire generation moves out of their parents’ place 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 a rush to get mortgages before GSE are dissolved 

• Missteps in privatizing the GSE could cause dislocation in the housing market 

 

This could get complicated for the next few years but it is likely to go up but more so on 

the higher-end.  This sector is the canary in the coal mine. 

 

I own sufficient real estate at the current time. 
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Stock market cycles 

 

I expect to add money to the market until mid-June of 2018. I’ve added to my 

investments and I am down to ~30% cash.  I expect to be at least 90% invested by the end 

of this month and back down to 50% by July. 

 

 
 

Talking about stock market cycles seems so repetitive! 

 

Volatility 

 

The volatility indexes have been hovering around record lows these days, we can debate 

what is causing low volatility and what affect AI is contributing.  People hear that the 

VIX is very low currently and they want to buy some volatility because it is “cheap” via 

the various VIX related Exchange Traded Funds.  Most Volatility investments cost about 

5-10% a month of your investment in it to maintain your position.  Volitivity is “cheap" 

but there isn’t a single cloud on the long-range radar…  Those who owned volatility last 

year because it was “cheap” at the beginning of the year lost 70% of their investment and 

the leveraged fund lost 92%... 

 

I don’t recommend standing in front of the low volatility freight train, someday it will 

come off its tracks but today is not that day… 

 

I am short the VIX via many of its proxies.  

 

Cash and its proxies 

 

I have kept more cash on hand last year than I normally do and it has significantly 

lowered my return potential….  I am in the process of rectifying this investment faux pas.  

 

I’m about 35% 50% 80% 50% 30% invested in cash currently 
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Chapter 5 

Mark’s Model ETF Portfolios (MMP) 
 

Asset reallocation 

 

I have constructed 4 different portfolios, each with varying levels of riskiness from lower 

to higher risk just by using a combination of 12 (or less) Exchange Traded Funds.  The 

results (next page) includes fund fees but not broker transactions or money manager fees. 

For a self-directed portfolio, the brokerage fees can be under $60/year (12 trades per year 

at $5 each) assuming you rebalance the portfolio and reinvest the dividends once a year.  

Most money managers charge 1% of the value of your investments each year on top of 

their fees (undoubtedly more than $60). Do the math… 

 

U.S. large company funds:   Stock Market Symbol 

S&P 500 fund      SPY  

Nasdaq 100 (Tech) fund   QQQ  

Dow Jones Industrial Average fund  DIA 

Vanguard value fund      VTV 

U.S. small company fund: 

Russell 2000 small US company fund IWM 

International company funds:  

Europe, Australasia, and Far East  EFA 

Emerging Markets Fund   EEM 

Fixed Income (Bond) funds: 

20+ Year U.S. Treasury Bonds   TLT 

7-10 Year U.S. Treasury Bonds   IEF 

U.S. Aggregate Corporate Bonds        AGG 

Investment Grade Corporate Bonds   LQD 

Short bond term fund (cash): 

iShares 1-3 Year U.S. Treasury Bonds  SHY 

 

   Allocation of Portfolio by Risk Level  

         Low Balanced Growth Aggressive 

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% 
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Model Portfolio Results 

Name 
 

 
 

Symbol 
 

12/31/16 
Price 

12/31/17 
Price 

Yield 
Rate 
(Est.) 

2017 
Gain w/ 

Dividend 

S&P 500 fund  SPY $223.53 $266.86 1.80% 21.53% 

Nasdaq 100 (Tech) fund  QQQ $118.48 $155.76 0.83% 32.56% 

Dow Jones Industrial Average fund DIA $197.51 $247.38 1.97% 27.72% 

Vanguard value fund   VTV $93.01 $106.32 2.29% 16.93% 

Russell 2000 small US company fund IWM $134.85 $152.46 1.26% 14.49% 

Europe, Australasia and Far East fund EFA $57.73 $70.31 2.57% 24.92% 

Emerging Markets fund  EEM $35.01 $47.12 1.89% 37.13% 

20+ Year U.S. Treasury Bond fund   TLT $119.13 $126.86 2.43% 9.08% 

7-10 Year U.S. Treasury Bond fund IEF $104.82 $105.57 1.82% 2.55% 

U.S. Aggregate Corporate Bond fund       AGG $109.06 $109.33 2.11% 2.36% 

Investment Grade Corporate Bonds LQD $117.18 $121.56 2.84% 6.68% 

1-3 Year U.S. Treasury Bond fund SHY $84.45 $83.85 0.98% 0.26% 

 

RESULTS 

Risk  

Adverse Balanced Growth Aggressive 

’17 Return  12.10% 16.88% 22.60% 24.16% 

’16 Return  6.92% 8.34% 11.58% 12.73% 

’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 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% 

 
Average annual return  7.50% 7.92% 9.51% 9.73% 

  Compounded annual return           11.28%           11.15%     12.57%   11.90% 

  Total Return (2005-YTD)                         153.97%           155.21%     177.89% 168.32% 

   

Stocks are again the big winners thus far this year, gaining from 14.5% to 37% depending 

on the ETF.  The aggressive portfolio was up 24% last year.  Both the Growth and 

Aggressive beat the S & P 500 index (+21.5%). Bonds underperformed stocks 

significantly last year.  

 

Many pension funds and endowments would have paid handsomely for this kind of 

performance.  Yet, here they are offered up to anyone…. for free. 
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Chapter 6 

The Plan 

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

yesterday.  - Sheldon Natenberg 

 

Considerations: 

 

(+) All major economies are growing this year with World GPD >4% 

(+) Cheap Energy and raw materials 

(+) Positive US corporate tax legislation 

(-) The Federal Reserve plans on increasing interest rates 

(-) 2018 midterm elections 

(-) US leadership that is unfocused 

(-) North Korean Mark-4 physics package knockoffs 

 

Politics 

 

Everyone should attempt to separate their political bias and from their investment thesis, 

it is counterproductive to do otherwise.  Someone seriously needs to explain to me how 

the latest political titillation affects the number of cars that will be sold this week.  This 

President is a minor player in the economy, the House and Senate are the ones that write 

the rules for the economy.  The change in direction afforded by less regulation by the 

President and corporate tax changes authorized by the Congress is now behind us and 

mostly baked into the market.  There are very little significant positive economic policies 

remaining to be implemented, and it will be at least until 2021 until anything can be 

reversed. Politics going forward, from an economic perspective, will be nothing more 

than juvenile titillations and will be more or less irrelevant to the economy.  The market 

may respond to this or that outrage but the real impacts to the economy will be negligible.  

The market, in the longer run, will be more data and results focused while no longer 

trying to anticipate any new legislation like last year.  

 

2018 is an election year.  The House and Senate could be flipped this year but currently, 

the Republicans are in a slight lead for both houses.  This may indeed spook the market, 

but the effect on the economy will be minimal.  Even if both the House and Senate flip all 

the legislation attempts to undo the tax cuts will be vetoed by the current President.  If the 

Democrats win either or both houses, I would expect a selloff but that will be buying 

opportunity. Any impeachment attempts will also cause a selloff, again this will be 

another buying opportunity.  If Mr. Trump leaves office by whatever means and Mr. 

Pence takes over then this will be a very big buying opportunity.  Again, it will be 

virtually impossible to change the economic incentive philosophy of the US until 2021. If 

we get a huge shift left at that time… well, we will discuss it sometime in 2020 but I may 

be too rich by then to care too much. 😉 
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Federal Reserve 

 

With politics out of the way, what will the market have left to be OCD upon?  The 

imminent rate hikes.  I believe the market will pay more attention to the Federal Reserve 

this year. I am expecting an increase in a number of Google searches for “don’t fight the 

Fed” by the end of this year. 

 

Stock Market Cycles 

 

Historically the stock market tends to go up from the end of the January until sometime 

after May.   If I am correct in the first 6 months of this year, the second half of the year 

will be long overdue for some sort of correction.  

 

If I am correct about my AI now having long-term influence over the market the 

seasonality factors should be reduced, we did not see any real seasonality in 2017. 

 

The Plan (subject to change without notification): 

 

I divide my capital into 3 distinct strategies across my taxable and IRA.  The first stack in 

my “base” investments, I put about a third of my money in this pile and for the past 

several years it has been parked in high yield instruments that produce between 7-

12%/year. The second stack consists of about 25% of my assets invested in cash, hedges, 

gold or other low-risk assets, basically, it’s the pile of money that I have in case I’m 

horribly wrong or something catastrophic (war, major economic jolt) occurs so I have 

sufficient cash to start over.  The third pile is my trading or high risk/beta play with my 

remaining ~40% of my assets.  This pile is actively managed and needs to achieve at least 

twice the return of a conventual investment to compensate the portfolio for the big pile of 

low-risk assets in the “cash” bucket.  This is achieved by using leverage via derivatives 

and/or options.  

 

With longer-term interest rates likely to finally start going up this year my “base” 

investments will likely start underperforming.  I’m not so worried about the dividends 

decreasing as much as people leaving these instruments to secure much safer, albeit 

lower-yielding, longer-term Treasuries.  Assuming the Federal Reserve stays true to their 

projections, short-term rates will be heading toward 3% in the next couple of years which 

means that the 10-year treasury should be running at 4%.  At 4% yield, I believe that 

many that were forced into high yield and other dicey income plays will return home to 

their guaranteed I can sleep at night no risk bonds. As these people sell their high yield it 

will cause the prices of the investments to drop and the yields to rise.  I am in a lot of 

these investments now and have been conformable with them but it would be nice to sell 

some ahead of the crowd now and return to them in a couple of years when their yields 

are a couple of percentage points higher. I believe at 2.7% yield on the 10-year Treasury 

will give people sufficient incentives to start to move away from high yield and back into 

these safer the instruments.   

 

Given the US stock market went up 20% in 2017 it will be difficult to get an “outsized” 

return this year in this venue and risks of getting a selloff this year is also higher.  In other 
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words, the gains will be probably sufficient but the risks are also high so I’m not as 

enthusiastic this year.  Bonds are definitely off the table, unless something extraordinary 

bad happens, given that I’d be unable to earn sufficient income cover my living expenses 

without dipping into my savings.  So, the big question I have to ask myself where can I 

put my base investments this year to maintain my 8-12% return target.  I think I may need 

to “reach” this year to get a decent return for the amount of risk I’m willing to take.   

 

If bonds are off the table and US stocks may have a more normal return this year, we are 

left with stocks outside the US.  This means either stocks in developed economies or 

emerging economies.  Given that developed economies are likely to only have 3% or less 

growth for the foreseeable future then that leaves me with no other choice but to start to 

shift some of my assets toward Emerging Markets such as the EEM ETF, Indian fund 

such as IPI and the Australian fund EWA as an indirect play to this region. 

 

I don’t plan to sell all my current high yield, but I will not be adding to the pile over the 

next couple of year.  I will be using my dividends to acquire various new investments in 

those types of assets.   

 

Regarding the cash leg, I seriously need to buy more hedges… I keep saying it but never 

actually do it. 

 

The remaining “trading” portions will stay as is since it generates most of my income and 

my algorithms “should” advise me in a change in market direction.  In theory, I should be 

able to make money in a down market but my methods are only 4 years old and it has 

never seen a down market let alone be tested during one.  For now, this is working but I 

have exited the market several times before until a new and improved update has been 

implemented, it’s just very expensive to be wrong for too long.  

 

As far as market timing, I will likely start reducing my positions in early June.  I plan to 

stay cautious from June until mid-October when the polls will more likely to have the 

likely outcome of the midterm elections. If its close I will be on the sidelines until after 

the elections if the Republicans hold power then I will invest all assets immediately.  If 

the Democrats win, I will wait two weeks then invest all assets.  My plan is to become 

90% invested before the end of January and ride it up until the middle of this year.  I 

expect the S&P 500 should exceed 2800 by mid-2018, up from the current level of 

2,673.61. 
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To Do List 

 

I am currently about 70% invested and will move up to 90% invested by early February. I 

will Reduce in June/July then buy in again in October or after the midterm elections 

depending on the projections. 

 

Add hedges 

 

• Plow back ~10% of ongoing profits of the portfolio into S&P 500 portfolio 

insurance schemes such a June 2018 or January 2019 SPY $240 put options.   

• I’m willing to give up 1/5 of my gains to prevent a total loss if things 

suddenly/unexpectedly turn for the worse. 

• Buy China ETF (FXI) put options if China weakens, if things go south they may 

start here 

• Go long UVXY only when things look like they are about to blow up 

 

Buy 

 

India, France, EEM, EFA, MU, FCX, STX, GOOG 

 

Sell 

 

IEP, I have owned this for several years and has not met my expectations. 

 

Watch  

 

• Continue to watch for Mr. Trump deviating from my base case of “America Inc.”   

• Watch for the 10’s minus 2’s becoming negative… 

• Home sales/auto sales 

• Watch the polls for potential outcomes of the 2018 midterm elections 

• US GDP, numbers below 2.0% are a sell level and numbers above 2.5% are a buy 

 

My Sell Signals (subject to change without notification): 

 

• Any hint that the NAFTA negotiations are going to break down resulting in 

NAFTA being rescinded, this will likely cause a recession.  This is one of those 

cases where the President can do harm to the economy.  Manufacturing will be hit 

exceptionally hard if this blows up. 

• I’ll sell 25% of the existing portfolio if the VIX spikes above 15. 

• Another 25% signal is if for more than a week the VIX spikes above 17.5. 

• Exit signal is if the VIX spikes above 20.   

• Monetize (sell) hedges at VIX 25. 

 

Currently, I have no buyback in levels… if things start to go bad they are likely to go 

badly for a sustained period of time. 

 

Be cautious, pay attention!  I’ll be back… 
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Chapter 7 

Final thoughts 
 

The Good 

• World GDP is projected to be very positive in 2018  

• New regulations on US businesses have stopped 

• Interest rates are low (but rising in the US) 

• Lower corporate taxes 

• Low energy prices 

• New innovations and new efficiencies are creating new real wealth daily  

 

The Bad 

• Unfocused US leadership 

• Federal Reserve planning on removing $600B/year from the economy 

• Brexit 

• 2018 mid-term election 

• Jeremy Corbyn 

 

The Ugly 

• Potential policies based on mercantile economics  

• World governance that doesn’t understand the basics of wealth creation 

• Unknown unknowns, the kind that blindsides you at 4 p.m. on some idle Tuesday 

• Shall we play a game?   

 

 

The market should continue up for the next few months unless we get into another war.  

The market doesn’t care about the political sideshows.  GM makes cars, Apple makes 

phones, and Southwest sells plane tickets; people continue to buy these items every day 

regardless of any political drama.  Next time you hear a breaking story, think to yourself 

“how will this event affect the sales of GM, Apple, and Southwest”.  Then you may begin 

to understand why this market doesn’t sell off.   

 

Last year the bears were in hiding, I am modestly confident for an upmarket for at least 

the first 6 months of 2018.  I am concerned the market rise will eventually become too far 

too soon but today is not that day.  The current market is unloved, major market sell-offs 

typically occur during euphoria and very few market professionals are currently euphoric.  

 

This is the conclusion of my report!! I hope to get my next report out on April 2nd, 2018.  

At that time, I will once again attempt to entertain you with my updates, opinions, 

reflections, bad grammar, and exceptionally bad poofreading. 😉 

 

Additional data is available in the Appendixes but the main report is now terminated, 

 

Mark Rush 
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Appendix 1 

Value Stocks 

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

expected yield for this year, it’s expected to earn in ’18 versus 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 

Theoretical Market 
Yield 

(Earnings/Price) 

Forward  
('18) P/E 

Micron Technology  MU - 20.8% 4.8 

 Ford F  4.7%^ 12.5% 8.0 

 KKR and Company* KKR     3.2% 11.6% 8.6 

Seagate Technology STX 6.0%^ 10.0% 10.0 

 Freeport McMorran FCX  - 8.8% 11.3 

Alphabet GOOG - 4.0% 25.2 

     

     

     

     

     

     

     

As market keeps rising this list this gets shorter… and shorter… and shorter 

 

* indicates stocks that I own at the time of this publication. 

^ indicates a “qualified dividend” that may have a lower tax rate on the distributions. 
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Appendix 2 

High Yield 

 
Here is a short list of a few of the high yield investments that I follow along with the 

current market yield.   

 

Stock Symbol Yield Structure 

Calamos Convertible Income CHI* 10.2% Bond 

Annaly Capital Management NLY* 10.0% REIT 

Ad Clay Convertible AGC 9.4% Bond 

Gov’t Properties Income Trust GOV* 9.2% REIT 

AmeriGas Partners APU 8.4% LP 

GEO Group (Private Jails) GEO 8.0% REIT 

Sr. Housing Properties Trust SNH* 7.9% REIT 

Solar Capital Limited SLRC 7.9% LP 

Blackstone Mortgage Trust BXMT 7.6% REIT 

Hospitality Properties Trust HPT* 6.7% REIT 

Global X SuperDivdend US DIV 6.0% Mixed 

Seagate Technology STX^ 6.0% Corp 

iShares Preferred PFF 5.8% Bond 

MS Emerging Mkt Debt MSD 5.6% Bond 

Barclay’s High Yield Bond JNK 5.6% Bond 

Blackstone Group BX* 5.4% LP 

PowerShares Preferred PGF 5.3% Bond 

AT&T T^ 5.0% 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 U.S. capital gains rules.  Most of these investments are a Trust, Real 

Estate Investment Trust (REIT), Bond fund, Master Limited Liability Partnership (LLP), 

Master Limited Liability Partnership (MLP), or other tax landmine.  Be sure you and 

your investment (tax) advisor knows what you may be getting into before investing and 

getting a crazy high tax bill at the end of the year.  I personally put these instruments in 

my IRA rollover to avoid most of these tax headaches. 
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Appendix 3 

International ETFs 

Economic Growth (GDP) Forecast by Country for 2018 

India 7.4% Australia 2.9% Canada 2.3% Greece 1.6% 

China 6.5% South Korea  2.9% Germany 2.3% European Union 1.5% 

Vietnam 6.5% Chile 2.7% Mexico 2.1% Italy 1.4% 

Indonesia 5.3% Spain 2.6% Russia 2.1% United Kingdom 1.3% 

Israel 4.0% Brazil 2.5% France 1.9% Japan 1.3% 

Turkey 3.3% United States 2.4% Switzerland 1.7% South Africa 1.2% 

 

The yields shown below are 2017 trailing dividend payouts divided by the 2017 closing 

price per Yahoo Finance.  Dividend payouts may change significantly as well as market 

price since 2017. I only update this section at the beginning of each year. 

Country Based ETFs and 2017 trailing yields and market return 

 

Country  ETF symbol  2017 Dividend Yield   2017 Market Return  

Australia  EWA   4.44%   15.03% 

Brazil   EWZ   1.73%   17.06% 

Canada  EWC   1.65%   11.58% 

Chile   ECH   1.58%   22.02% 

China   FXI   1.88%   33.61%  

EU   VGK   2.58%                          25.13% 

France   EWQ   1.86%   29.32%             

Germany  EWG   1.82%   27.97%             

Greece   GREK   1.64%   17.07%             

India   IPI   0.81%   33.51%             

Indonesia  EIDO   1.34%   11.92%             

Israel   ISRA   1.46%   10.59%             

Italy   EWI   2.31%   30.42%            

Japan   EWJ   1.56%   23.41%   

Mexico  EWW   1.55%   15.41%            

Russia   RSX   1.55%      2.69% 

South Africa  EZA   1.73%   17.06%             

South Korea  EWY   0.86%   41.21%   

Spain   EWP   2.95%   28.11% 

Sweden  EWD   2.21%   22.03%             

Switzerland  EWL   2.13%   21.28%             

Turkey   TUR   2.81%   19.64%            

UK   EWU   3.31%    16.67% 

USA   SPY   1.86%   16.68% 

 

The big winner was South Korea last year with a 41% gain followed by China and India 

both around 33%, with Europe’s Italy, France, Spain, and Germany having near 30% 

gains.  Most of the international ETFs beat the US returns last year with Russia being the 

obvious laggard at just under 3%.   
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Appendix 4 

My Current Portfolio Holdings  
 

I had an overall portfolio gain of 41% last year.  Overall, I am currently 30% cash and this turned 

out to be a very unwise strategy given the current unrelenting market updraft.  My returns could 

have been significantly higher if I would have had a little more faith in the own predictions, my 

returns should have easily been greater than 60% last year. Once again, I need to follow what I 

write more closely. 

 

Trading Portfolio (Taxed) - Options, short positions, short-term trades, FX 

 

30% Cash 

S&P 500 (SPY) put options* (hedges) 

 

Amazon* 

Finisar Corporation* (long both downside put butterfly and upside call butterflies) 

Tesla* 

Various Short Vix Strategies* 

 

IRAs (Tax-deferred) - Income and high yield 

 

30% Cash 

BX – Blackstone Group (high yield income) 

CHI – Convertible Bond Fund 

EDC – MSCI Emerging Markets Bull 3X ETF 

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 (REIT management) 

SNH – Senior Housing Properties (income REIT) 

ZIV – Inverse (short) 4th thru 7th-month VIX Futures contracts ETF. 

Various Short Vix Strategies* 

 

* Denotes options positions 
 


