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MONDAY MONETARY 
MELTDOWN - CHART 
ART
Plus Phil’s notes from the 
Buttonwood Gathering

TURN-DOWN TUESDAY 
- HOW LOW CAN WE 
GO?
TIPS draw a yield of -0.55%

WILL WE HOLD IT 
WEDNESDAY - COPPER 
$3.80 EDITION
Commodities soar as 
Bernanke “Tries out a new 
putter”

THANKLESS 
THURSDAY - PLEASE 
BABY, ONE MORE 
CHANCE!
Obama goes on the Daily 
Show and Bill Gross calls 
QE2 a “Ponzi Scheme”

THANK GDP IT’S 
FRIDAY - FINALLY 
SOME FACTS
The GDP report comes out

THE WEEK AHEAD
A Trade Idea for next week

All eyes were on the Fed this week, as rumors about the size and 
scope of the next round of quantitative easing continued to drive the 
markets.

The G20 Meeting was held in South Korea last weekend and Phil 
had noted on Friday that it was all about Treasury Secretary, Tim 
Geithner, playing a global game of Monetary Survivor as he tries to 
form alliances with other G20 nations using the strategy of "Do as I 
say, not as I do."   In general, Geithner is trying to convince the 
Finance Ministers of exporting countries to make their  currencies 
stronger while pressuring other importing countries not to drop their 
currencies to match the US for the benefit of the world economy 
(AKA the US). 

Of course, it's wishful thinking to believe that 20 nations with 
opposing interests are going to easily agree to a common policy.  
Adding injury to Geithner's insulting behavior, the Fed continued to 
raise expectations of Quantitative Easing, Part 2 (QE2), which has 
been relentlessly driving down the value of the dollar since early 
September - a trend we have been tracking all month at Stock World 
Weekly.   Clearly from their actions since the G20 meeting, the other 
Finance Ministers were not fooled by Geithner's double talk. 

Equity markets had been rising along with QE2 expectations as 
the value of the Dollar dropped 12.5% since July. Stocks are priced in 
Dollars of reduced value, but compared to cash, stocks have 
preformed relatively well, with the Dow rising approximately 12.5% 
since July. The symmetry here has not been lost on our readers. 
Commodity markets have also been reacting to these expectations 
with commodity prices surging higher.   As the Pragmatic 
Capitalist  wrote in an  article discussing the rapid increases in 
commodity prices:

 "I wish I could say that I am surprised that Ben 
Bernanke’s  policies  are failing, but quite frankly nothing this Fed 
does ceases to amaze me any longer.   His latest folly of QE2 is 
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having profound effects already and it hasn’t 
even started yet!   Unfortunately, it is having its 
impacts in all the wrong places... The one thing 
we can positively confirm about QE2 is that it has 
not created one single job. But what has it done?  
It has caused commodities and input prices to 
skyrocket in recent months."

The charts on this page show the increases in 
the prices of cotton, sugar, soybeans and copper 
over the last three months. Cotton and soybeans 
are, by themselves, up nearly 50% in price over 
the last ten weeks. Considering that hyperinflation 
is considered to be anything exceeding an annual 
rate of 26%, we have to conclude that 
hyperinflation is no longer a remote possibility. 

As The Pragmatic Capitalist noted, “What Mr. 
Bernanke didn’t consider was the potential for QE 
to spark a massive move into commodities. This is 
increasing the input costs across the commodity 
markets as investors misinterpret QE as “money 
printing”. As we’ve already started seeing at 
various companies, these input costs are not 
being passed along easily because end demand 

remains very weak. So what Bernanke is actually 
doing is creating inflation for producers while 
disinflation continues at the consumer level. 
What does it all mean? It means margin 
compression. And margin compression means no 
hiring. And no hiring means no increase in 
aggregate demand.”  - “Is QE2 Dead on Arrival?”

The end result is to create a particularly 
noxious form of inflation, one that raises the 
prices of the things people need while doing 
nothing to increase wages or promote hiring. 
Those with the resources to speculate in stocks, 
bonds and commodities will do well if their 
investments in stocks, bonds and commodities are 
driven up. Those without the resources to 
speculate in these markets will fare poorly as food 
and energy costs increase while the value of their 
Dollar declines. 

The Dollar and the S&P 500 are moving 
inversely to each other, and like last week, we 
continue to keep a close eye on the critical 
support level of 76 for the Dollar.
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The markets opened on Monday with the 
Dollar down 1% from where it had closed the 
previous Friday. The Yen got stronger versus 
the Dollar despite the recent intervention by 
the Bank of Japan to drive the Yen down, 
while the Euro rose to $1.41 and the Pound 
was up to $1.58.

Phil was invited to attend the Economists’ 
Buttonwood Gathering in New York. The 
conference, which was hosted in New York 
City by The Economist, brought together  top 
global financial executives, policymakers, 
global regulators and opinion leaders to 
discuss and debate proposed guidelines for 
the financial community, seeking to bridge 
f u n d a m e n t a l f i n a n c i a l i s s u e s w i t h 
macroeconomic and geopolitical viewpoints. 
We have included Phil’s live comments from 
the event on the next page.

With all of this going on, Phil still had 
time to suggest a couple of trade ideas. On 
the subject of oil, Phil said “I still like the oil 
futures as a short with tight stops at that 
$82.50 line and I’m liking copper for a 
rejection off the $3.90 line, also with tight 
stops above.  Don’t forget, in the futures, it 
only takes a few pennies to make hundreds so 
it is simply foolish to be greedy as things can 
turn on you very quickly!”

Later in the day Phil followed up saying 
“Oil flying up now off a nice pullback to $82 
but right though $82.50 this time and over 
$83.   At $84 we might get that same USO 
weekly play that did so well last week, which 
was the $36 puts at .38 (were .85 on Friday).  
They came in cheapest right at the end of the 
day so no hurry if it’s going to work.”

Those puts had a nice move when USO 
dropped below $35 on Wednesday.

Monday Monetary Meltdown - Chart Art

The conference does not take itself too seriously.  
Even Nassim Taleb was able to make a few jokes while 
explaining to us why the financial system is irrevocably 
screwed up and in need of a major overhaul.  Taleb’s 
main points were:

• People are inherently greedy.

• The Financial Crisis was caused by an increase of 
hidden risks that was encouraged by the rules set forth 
in Basel II

• Multiple exposure to low-probability, high-risk 
events accumulate to high probability of bad outcome 
(Taleb’s "Black Swan").

• Bonus packages and compensation encourage very 
bad, risky behavior. Stock options that offer potential 
upside and no downside encourage the maxing of risk-
taking by potential beneficiaries.

• This leads to a banking system where all the 
traders get rich and all the investors become poor.

• There is a general, chronic underestimation of risk 
and business schools reinforce this bad behavior.

• Regulation gives investors a false sense of security. 

• Capitalism must be symmetrical - bonus without 
penalties (clawbacks, etc.) must be eliminated.
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Phil’s Live Comments From Buttonwood
Phil attended the Economists’ Buttonwood 

Gathering in New York on Monday. It opened with a 
role play exercise featuring Robert Rubin and several 
other financial experts all acting as a team of advisers 
to the President on how to respond to a bond crisis in 
a large state. Posting live from the event, Phil posted 
the following play-by-play commentary in Member 
Chat as the simulation unfolded:

“Economist running simulation of unnamed state 
going bankrupt. They are going to have the panel 
respond to an accelerated computer model and make 
decisions along the way. Cool idea!”

“Retirement accounts can’t be serviced by states 
without borrowing. Any interruption in access to 
capital forces them to dip into principal which makes 
them less able to pay next payment. Amazing how 
fast this falls apart. Solution on table is Fed must lend 
to states. No clear mandate or will for that.”

“$1.5Bn shortfall on first auction failure triggers emergency. Pew report says WITH 8% ROI on state 
funds, still $1 Trillion national shortfall by 2020. They are the LOW estimate!”

“I love how everyones top priority is to protect the bondholders. Pimpco boys are very pleased….”

“Several jokes about printing money being made at the Feds expense. Fed can’t get involved in state 
problems UNTIL they become federal problems. More madness…”

“Panel thinks all aid conditional on pension reforms and spending cuts. You may as well hand out 
bayonets and assemble the state militia for the inevitable march on Washington. People treat this as a 
academic issue but it’s not. These budgets cannot be balanced and these obligations cannot be met.”

“The second the government fails to back one state - bond buyers walk and they all start to fall 
apart. Not too different from what the EU stepped in to prevent. If one more person says moral hazard I 
think I will throw my polling device at their head!”

“Whoops, governments failure to bail out state number one has already cascaded into $3Tn national 
crisis. Pretty accurate simulation going about as would be expected with our dysfunctional government.”

“Cries for QE4 from the panel and they are making appeal to bank of England to step in. Gosh, this 
didn’t take long to totally blow up in the panel’s face and, sadly, these are the actual guys who make 
these decisions!”

“Audience starting to get annoyed by wonkish nonsense now that panel has proven evolution, as 
monkeys with dartboards are as likely to solve a crisis.”
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The Treasury’s sale of 5-year Treasury 
Inflation Protected Securities (TIPS) drew a yield 
of negative 0.55%. Negative yields for bonds are 
one of those rare events indicating that the 
economy is seriously out of balance. Expectations 
for QE2 would appear to be running quite high.

  This historic event did not go unnoticed. As 
David Fry of ETF Digest said, "Who would buy a 
bond with a negative yield?  What’s the message 
for investors?  Hyperinflation and soon!" With the 
recent moves in commodity prices, hyperinflation 
does indeed start to become a plausible concern.

David then concluded “Markets rallied higher 
early mostly on the same old theme: a weak 
dollar is a good thing since not much was 
accomplished at the G-20. The USA is rapidly 
becoming the world's laughing stock.” 

As Phillippa Malmgren of the Canonbury Group 
pointed out, Quantitative Easing pushes inflation 
into emerging markets. This raises the probability 
of structural defaults later. On the part of the 
West, and in particular the U.S., this inflation 
becomes “a mechanism for defaulting” where 
obligations to creditors are paid off with Dollars 
that are worth less and less.

By flooding the world with Dollars, causing 
massive global inflation, “the US shrinks the 
relative size of its debt in relation to GDP and is 
better able to fulfill its obligations to lenders - 
at .50 copper pennies or less to the inflated 
Dollar, of course.” - Phil.

As Phil had been predicting last week with his 
UUP call, despite all of this discussion about QE2, 
inflation and even hyperinflation, the Dollar 
turned around on Tuesday, closing the day up 0.5 
to close at 77.7, comfortably above our critical 
support level of 76.

Tuesday started with the markets turning 
down, but we recovered most of those losses by 
late morning. The Dow and the S&P closed the day 
basically unchanged, while the Nasdaq gained 
0.26%. 

As Phil noted at the end of the day, “Well that 
was a hell of a lot of work to end up flat…”

Turn-Down Tuesday - How Low Can We Go?

Advice on a Directional Trade
DClark asked Phil: “On a pure directional 

weekly trade (AMZN weekly Oct.29 165 puts/in at 
$1.70, now at $1.15), when do you decide to roll? 
Is there a point during the week where decay 
supersedes movement in the stock price? It’s 
possible we might get a big move down in AMZN 
today, but am I too late to realize the benefit 
with only three days left? If I roll what do you 
think about the Nov 20 170/160 bear put spread 
for net $2.78?”

Directionals/DClark - Directional trades should 
always have tight stops and the closer to expiring, 
the tighter the stop.  AMZN weekly puts are a total 
gamble and if you are down .55 out of $1.70 
already (32%) you are past the 20% line where a 
decision needed to be made.  You just don’t have 
time to be wrong and, while I agree with the idea 
of shorting AMZN overall - you are the sucker 
paying premium that will expire in 3 days no 
matter which way AMZN goes and there’s a reason 
we concentrate on selling to suckers like you.   I 
think you are rolling risk to more risk with the bear 
put spread.  

It’s a terrible week to trade and next week will 
probably be worse (which is why I picked it to go 
away).   It is difficult not to sell calls but this 
inflation story has a lot of legs and people could 
send things up to ridiculous levels in expectations 
of it so normal rules do not apply.  As I said before 
- you must ignore all logic and stick with the 
technicals - that’s the only kind of trading that 
counts at the moment.  
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Rising commodity prices were the main subject 
of Wednesday’s article. Phil discussed the 
continuing struggles faced by manufacturers as 
they cope with the twin pressures of rising input 
costs and sluggish demand. Lack of demand makes 
it extremely difficult for them to pass those 
increased costs along to their customers, and the 
end result is companies with reduced margins and 
profitability.

The primary force driving the recent decline of 
the Dollar has been, of course, the continuing 
expectation of the launching of QE2. However, 
some very lively debate has begun to break out 
regarding the size and extent of it. 

Unlike Alan Greenspan, who could go a month 
without uttering a word, Chairman Bernanke has 
been using the press to test the waters on QE2, 
apparently very concerned with public opinion.  
We found out later in the week that he also sent a 
survey to the banks, asking them how big they 
thought it should be.

Apparently there has been some dissent in the 
ranks of the Fed on the subject of QE2, with 
Thomas Hoenig, President of the Federal Reserve 
Bank of Kansas City referring to more easing as a 
“bargain with the devil”. Bank of America’s 
Jeffrey Rosenberg also blasted QE2, saying it will 
lead to bubbles and further confidence 
destruction.

It would appear that Bernanke has taken the 
negative reactions expressed by Hoenig and others 
to heart, because early Wednesday morning the 
Wall Street Journal released a story predicting 
that the Fed would take a “measured approach” 
with this second round of easing. The numbers 
now being touted are in the neighborhood of “a 
few hundred billion Dollars” over the next few 
months.

Bernanke used the metaphor of a golfer trying 
out a new putter, choosing to “tap lightly” at 
first, then to continue tapping until the golfer can 
figure out how to best make use of the putter. 

If Ben Bernanke were a weekend duffer trying 
out some new clubs he had picked up on the 
cheap at a yard sale, that would be one thing. In 
this case, however, we’re talking about the global 
economy, which is more like Tiger Woods reaching 
for a new putter during the final round of the 

Will We Hold It Wednesday - Copper $3.80 
Edition

Pimco and QE2
Kinki asked Phil: “Bill Gross is calling QE a big 

"Ponzi Scheme" (although he won’t blame 
Bernanke) and is calling an end to the bond bull 
market.  I like the honesty, but we all know Pimco 
has an inside connection to the Fed, and they 
speak with forked tongue.   I wonder what the 
ulterior motive is…”

PIMPCO/Kinki – I can’t imagine they want to 
chase people out of Bonds to buy more but you 
never know.  If the Fed is going to give us QE2+++ 
next week then this will be Gross’s last chance to 
pick up another $100Bn worth of bonds on the 
cheap.  That’s why I’m liking cash – I can’t tell if 
he’s lying or not and that scares me!

Bill Gross is calling the Fed a Ponzi scheme and 
it turns out he sold 1/2 of his bonds in the last 3 
months, US bonds are now 1/3 of his holdings, 
down from 2/3 so saying things that chase money 
out of US bonds and into other paper is a 2:1 win 
for him.  It also has the advantage of dropping the 
price of the US paper he just sold to bagholders 
and, once his 2/3 is worth 3/3, he then flips back 
and starts buying US paper again, about 3 months 
before he begins badmouthing the foreign paper 
he’ll sell to the next round of bagholders.  This guy 
is probably the biggest bastard in the entire 
Universe…
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Masters. You would tend to think that, in 
theory, he would have a pretty good feel 
for this putter before going to use it at 
such a crucial moment. This is not a 
weekend duffer situation, this is the big 
time, and all eyes are on Bernanke as he 
reaches for his shiny new custom-made 
QE2 putter.

As Scott Sumner put it in his 
TheMoneyIllusion blog: “Bernanke is 
playing something closer to  electronic 
golf.   After each practice swing in Wii, 
the likely distance the ball will travel is 
shown on the computer  screen.   The 
pract i ce swings are the recent 
policy statements by Fed officials.   The 
reactions of markets (everything from 
stocks to TIPS spreads) show us the likely 
effects.   Yes, there is a circularity 
problem here–but at least it gives us a 
ballpark estimate.   And the Fed’s still 
not swinging hard enough.”

Considering that recent articles 
about QE2 have routinely mentioned 
numbers ranging from 1.2 trillion to 2 
trillion Dollars, news of a possible “Mini-
QE2” hit the markets hard on Wednesday 
with the Dollar jumping to 78.2. The 
prospect that QE2 will be measured in 
hundreds of billions rather than trillions 
is not something bulls wanted to see. 

The Dow dropped over 140 points on 
Wednesday as news of a possible “Mini-
QE2” rattled traders, reaching a low 
point of 11,025 before recovering to 
close at 11,125.

Phil's first trade idea for Members on 
Wednesday was to buy the NFLX weekly 
$175 puts for $1.60 as the stock spiked in 
the morning.   That trade make 100% by 
lunch and, during the move up, Phil 
discussed short positions on NFLX that 
some of the members had in these 
excerpts from chat:

Wednesday NetFlix Discussion
Cap posted to Phil: “I think right now is the time to get 

some NFLX weekly 180 puts!!”

NFLX/Cap – Great call, nice risk/reward on NFLX WEEKLY 
$175 puts at $1.60. 

Doubled asked Phil: “Rolled my short calls on NFLX to Jan 
200 per your suggestion yesterday.   WTF?   Do you think that 
this is short selling or are these people buying because they 
believe this is really the new GOOG?”

NFLX/DD – As you will notice at the carnival, balloons can 
get very inflated before they pop.   NFLX is not a very big 
company and you’ve got Cramer telling everyone who will 
listen it’s the stock of the decade, that will take some time to 
pass.  Selling short calls is a value investing play that does not 
lend itself well to daily chart watching.  You have to firmly 
believe NFLX is not worth $200 so, even if it  goes to $220, that 
should not bother you because you KNOW it’s not worth $200. 

Amatta asked: “Phil, I hold 10 short 185 Nov NFLX calls 
(1.90) now over 7. and 3 short 180 as per your 
recommendation from yesterday.  Based on Doubled above 
comment were we supposed to roll now to the 200? They are 
still all premium (at least the 185′s) so not sure I follow. What 
are we to do with these, if anything?”

NFLX/Amatta – Just keep your eye on where you want to 
roll and stand pat.  Think of the cost of the roll and set a stop 
at which you will execute it before that cost gets prohibitively 
expensive.   As long as a call you’ve sold is more than 1/3 
premium, there is little reason for you to do anything with 
them other than be patient because time is on your side.  

Augrusot posted: “Thanks, Phil. That was a nice 70% on the 
NFLX $175 puts. Got too greedy and should have gotten out at 
100%. I’ll buy back in on this pop up, maybe. One more run 
like that, and I’ll be b/e on this stupid stock.”

NFLX/Aug – Good job stopping out.  Gotta take the money 
and run in this market and that goes for everyone as we’ve 
only had 64M volume at 11:45 on the Dow so we should expect 
at least some attempt to take us back up.
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President Barack Obama appeared on Comedy 
Central’s “The Daily Show” late Wednesday 
evening. Jon Stewart spent the entire episode 
interviewing the President and asking him what he 
thought about the accomplishments of his 
administration over the last two years.

While the interview was mostly friendly, at 
one point Stewart started asking Obama questions 
about the Democrats lack of progress in 
implementing his campaign promises, noting that 
the Democratic party had gone from promising 
voters “hope and change” to asking the voters to 
“Please baby, (give them) one more chance”. 

While we are keeping a close eye on the 
outcome of next week’s midterm election, we are 
also paying close attention to the Fed, and the 
expected announcement of QE2 next Wednesday 
afternoon. Pimco’s Bill Gross has called this 
second round of quantitative easing “the mother 
of all Ponzi schemes.” According to Gross:

“With growth in doubt, it seems that the Fed 
has taken Charles Ponzi one step further. Instead 
of simply paying for maturing debt with receipts 
from financial sector creditors – banks, insurance 
companies, surplus reserve nations and 
investment managers, to name the most 
significant – the Fed has joined the party itself. 
Rather than orchestrating the game from on high, 

it has jumped into the pond with the other 
swimmers. One and one-half trillion in checks 
were written in 2009, and trillions more lie 
ahead. The Fed, in effect, is telling the markets 
not to worry about our fiscal deficits, it will be 
the buyer of first and perhaps last resort. There 
is no need – as with Charles Ponzi – to find an 
increasing amount of future gullibles, they will 
just write the check themselves. I ask you: Has 
there ever been a Ponzi scheme so brazen? There 
has not. This one is so unique that it requires a 
new name. I call it a Sammy scheme, in honor of 
Uncle Sam and the politicians (as well as its 
citizens) who have brought us to this critical 
moment in time. It is not a Bernanke scheme, 
because this is his only alternative and he shares 
no responsibility for its origin. It is a Sammy 
scheme – you and I, and the politicians that we 
elect every two years – deserve all the blame.” 
Bill Gross - “Run Turkey, Run”

For those unfamiliar with the term, a Ponzi 
scheme is a “confidence game”, a form of investor 
fraud where unwary investors are promised an 
irresistibly high rate of return on their money, 
usually something like 30% or 50% a year. As 
suckers rush in to put their money into this high-
yielding investment, the pool of available capital 
grows and existing investors are paid their interest 
out of that pool. 

This scheme eventually fails when the funds 
coming in from new investors are insufficient to 
pay off the existing investors. At this point the con 
man who started the swindle gathers up as much 
money as he can, packs his bags and quietly leaves 
town.

The primary thing that makes a Ponzi scheme 
work in the first place is the irresistibly attractive 
rate of return on the investment. When other 
investments are paying a tiny fraction of what the 
Ponzi scheme promises to return, who wouldn’t 

Thankless Thursday - Please Baby, One More 
Chance!

“We are, as even some Fed Governors now 
publicly admit, in a “liquidity trap,” where 
interest rates or trillions in QEII asset 
purchases may not stimulate borrowing or 
lending because consumer demand is just not 
there. Escaping from a liquidity trap may be 
impossible, much like light trapped in a black 
hole. Just ask Japan.” - Bill Gross, “Run 
Turkey, Run”.
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want to at least consider investing in the riskier, 
but vastly more rewarding investment?

When we look at the current yields on bonds, 
including the recent negative returns on TIPS, it is 
very hard to make the case that the rate of return 
on Treasuries is “irresistibly attractive”. The only 
thing attractive about Treasuries in the current 
market is their perceived security. Whether or not 
that security represents an investment that is 
“irresistibly attractive” is open to debate.

Another hallmark of a classic Ponzi scheme is 
the mechanism by which the original investors are 
compensated: Money put into it by later investors 
is used to pay the high interest “earned” by early 
investors. However, this is not what quantitative 
easing does. Without going into the details of the 
complex mechanisms, the end result is that 
quantitative easing acts to debase the currency. It 
takes Dollars that are worth “X” one day, and 
makes them worth a smaller fraction of “X” the 
next day.

Cur rency debasement i s an anc ient 
phenomenon, going back at least as far as the 
Roman Empire when the denarius, originally 
coined from nearly pure silver, was gradually 
reduced in purity over time until it ended up being 
only 2% silver. 

In 16th Century England,  Henry VIII  became 
known as “Old Coppernose” when he debased the 
coinage of England to the point where the “silver” 
coins were more copper than silver, hence the 
name “Coppernose”. Why did Henry VIII resort to 
such desperate measures? To pay for the ruinous 
expenses of the wars he waged against the French 
and the Scots.  Henry VIII found himself in the 
uncomfortable position of being the leader of a 
mighty nation that was bankrupted by two hugely 
expensive wars. He then resorted to currency 
debasement to pay the bills and keep the 
economy running while the country was 
effectively broke.

Any similarities between what Henry VIII  faced 
and what is being currently experienced by the 
United States are purely coincidental, of course.

While QE2 may have some aspects that appear 
to resemble a Ponzi scheme, it is hard to make 
the case that those who are purchasing Treasuries 
in the current environment are “unwary investors” 
or unwitting victims of fraud. When one considers 
that the major holders of these Treasuries are 
none other than the central banks of other 
nations, it’s difficult to argue that these investors 
are unsophisticated. So although QE2 may 
resemble a Ponzi scheme, perhaps it is not exactly 
a classical Ponzi scheme. There are many new 
methods being devised to disguise and facilitate 
financial swindles in the modern world, but there 
is certainly nothing new about currency 
debasement.

“Pimpco has slashed their holding of 
US Government bonds from 63% of the 
fund in June to 33% in September and 
now, finally, Mr. Gross is telling all the 
suckers he dumped his paper onto over 
the past 3 months that the party is over 
in the bond market.   Why would he do 
this?   Well, aside from being an evil, 
manipulative, amoral bastard – it makes 
good business sense.    Pimco has to hedge 
– they are not going to be more than 2:1 
invested in foreign funds so, now that 
they have their 2:1 ratio, they WANT the 
US bonds to die and so, Mr. Gross makes 
statements like "the 30-year bond rally in 
the US is over" because he’s already got 
all the foreign bonds he wants and now 
he wants to chase you into them as well.” 
- Phil
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The GDP report came out Friday morning. The 
markets didn’t react much to the report, since it 
was largely in line with expectations. Inventory 
buildup accounted for 1.44 points out of the 2% 
annual growth rate. 

Growth in GDP resulting from inventory 
buildups is unsustainable unless matched by sales 
of those inventories, so this 2% growth number is 
not a terribly convincing bullish argument for the 
markets. The question remains as to whether the 
2% top line number will be used as justification for 
launching a “Mini-QE2”, or whether the small 
improvement in “real GDP” will be used as 
justification for launching the deluxe super-sized 
version of QE2.

Not surprisingly, trading was quiet Friday as 
the markets adopted a wait and see position in 
anticipation of next week’s elections and the 
Fed’s launching of QE2.

This week’s UUP versus INDU chart again shows 
the uncanny symmetry between the Dollar  and the 
Dow, in this case using UUP as a proxy for the 
Dollar. The markets continue to be driven by the 
Dollar and rumors of the size and scope of the 
second round of quantitative easing, so that is 
what we are continuing to watch.

Thank GDP It’s Friday - Finally Some Facts

“The increase in real GDP in the third 
quarter primari ly reflected posit ive 
contributions from personal consumption 
expenditures (PCE), private inventory 
investment, nonresidential fixed investment, 
federal government spending, and exports 
that were partly offset by a negative 
contr ibut ion f rom res ident ia l f i xed 
investment. Imports, which are a subtraction 
in the calculation of GDP, increased.  The 
small acceleration in real GDP in the third 
quarter pr imari ly ref lected a  sharp 
deceleration in  imports  and  accelerations in 
private inventory investment and in PCE that 
were partly offset by a  downturn in 
residential fixed investment and decelerations 
in nonresidential fixed investment and in 
exports.” - BEA GDP Report

Phil’s Market Targets
as of 10/29/10 

10/29/10

UP 10%

UP 7.5%

UP 5%
(MUST HOLD)

Dow S&P NAS NYSE Russell

11220 1177 2420 7500 700

10965 1146 2365 7280 672

10710 1123 2310 7140 666
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Here are the breakdowns from Friday’s GDP Report:

•The change in real private inventories added 1.44% percentage points to the third-quarter change in real 
GDP after adding 0.82% percentage point to the second-quarter change.

•Private businesses increased inventories $115.5 billion in the third quarter, following increases of $68.8 
billion in the second quarter and $44.1 billion in the first.

•Real final sales of domestic product — GDP less change in private inventories — increased 0.6% in Q3 
compared with an increase of 0.9 % in Q2.

•Motor vehicle output added 0.42% to Q3 (after subtracting 0.06% in Q2);

•The price index for gross domestic purchases (prices paid by U.S. residents) increased 0.8% in Q3;

•Excluding food and energy prices, the price index for gross domestic purchases increased 0.6% Q3, 
compared with an +0.8% in Q2;

•Real personal consumption expenditures increased 2.6% versus 2.2% in Q2;

•Durable goods increased 6.1% vs 6.8% Q2.

•Nondurable goods increased 1.3% vs 1.9%; Services gained 2.5% vs 1.6%

•Real nonresidential fixed investment increased 9.7% vs 17.2%

•Nonresidential structures increased 3.9% percent vs 0.5%

•Equipment and software increased 12% vs 24.8% in Q2

•Real residential fixed investment decreased 29.1% (vs an increase of 25.7% in Q2).

•Real exports of goods and services increased 5.0% Q3 (vs 9.1%)

•Real imports of goods and services increased 17.4 percent,
compared with an increase of 33.5 percent.

•Real federal government consumption expenditures and gross investment increased 8.8% Q3 vs 9.1%; 
National defense increased 8.5% vs +7.4%; Non-defense increased 9.6% vs 12.8%

Note: The material presented in this commentary is provided for informational purposes only and is based upon information that is considered to be reliable. However, 
neither Philstockworld, LLC (PSW) nor its affiliates warrant its completeness, accuracy or adequacy and it should not be relied upon as such. Neither PSW nor its affiliates 
are responsible for any errors or omissions or for results obtained from the use of this information. Past performance, including the tracking of virtual trades and portfolios 
for educational purposes, is not necessarily indicative of future results. Neither Phil, Optrader, Oxen Group or anyone related to PSW is a registered financial adviser and 
they may hold positions in the stocks mentioned, which may change at any time without notice. Do not buy or sell based on anything that is written here, the risk of loss in 
trading is great. 

This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities or other financial instruments 
mentioned in this material are not suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only 
intended at the moment of their issue as conditions quickly change. The information contained herein does not constitute advice on the tax consequences of making any 
particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a 
recommendation to you of any particular securities, financial instruments or strategies. Before investing, you should consider whether it is suitable for your particular 
circumstances and, as necessary, seek professional advice. 
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Scott at Sabrient and Ilene added another long 
to the VIRTUAL Dark Horse Hedge portfolio using 
Phil's buy/write strategy.   Scott wrote in  Dark 
Horse Hedge - Buy/Writing World Acceptance 
Corp:

World Acceptance Corp (WRLD) has been a 
profit-generating machine and is expected to 
churn out profits of $5.29 this calendar year, and 
$5.85 next year.  We love to buy earnings cheap 
at Dark Horse Hedge, and WRLD, with a P/E of 7, 
is producing cheap earnings.  Sabrient's  Ratings 
Report gives WRLD a strong buy, with a value 
score of 92 and a growth score of 84. 

World Acceptance Corporation  is engaged in 
the small-loan consumer finance business, offering 
short-term small loans, medium-term larger loans, 
related credit insurance and ancillary products 
and services to individuals.

While WRLD has high value and growth scores, 
its lower scores on momentum and timeliness 
reflect its relatively subdued stock price.    We 
believe the price has room to increase based on 
its strong fundamentals. 

We also like to acquire earnings-busting stocks 
at a discount using  Phil's Buy/Write strategy, in 
our VIRTUAL DHH portfolio.  We can purchase half 
of the shares we would like to own for 

approximately $41.60 [currently $43.15] today, 
and then sell one call and one put each with a 
strike price of $45 and expiration date of Jan. 
2011.   [Prices have been adjusted for the move in 
the stock price] 

By SELLING both the Jan $45 2011 call for 
approximately $2.65 and the Jan $45 2011 put for 
approximately $4.40, we will lower our cost basis 
from $43.15 to approximately $36.10.

BUY 100 shares of WRLD at $43.15 

S E L L 1 J a n $ 4 5 2 0 1 1 C A L L 
(WRLD110122C00045000) for $2.65 

S E L L 1 J a n $ 4 5 2 0 1 1 P U T 
(WRLD110122P00045000)  for $4.40

Phil’s 10% line has not been able to hold in all 
5 of 5 indexes (Dow, Nasdaq, S&P 500, Russel 2000 
and NYSE) through this week, with the Dow being 
the lagging index. All of these indexes are 
currently below last week’s highs, except for the 
Nasdaq. The inability of the Dow to stay above the 
10% line along with the overall lack of conviction 
the market is currently demonstrating is keeping 
us cautious. Next week’s elections and the 
expected launching of QE2 by the Fed are going to 
have a major impact on the markets, and all eyes 
are going to be watching both events very closely.

The Week Ahead

Monday 1 Tuesday 2 Wednesday 3 Thursday 4 Friday 5

8:30 AM: Personal 
Income and Outlays

7:45 AM: ICSC-
Goldman Store Sales

7:00 AM: MBA 
Purchase 

Applications

8:30 AM: Jobless 
Claims

8:30 AM: GDP

10:00 AM: ISM 
Manufacturing Index

FOMC MEETING 
BEGINS

7:30 AM: Challenger 
Job-Cut Report

8:30 AM: Productivity 
and Costs

8:30 AM: Employmnt. 
Situation

10:00 AM: 
Construction 

Spending

8:55 AM: Redbook 10:00 AM: Factory 
Orders

10:30 AM: EIA 
Natural Gas Report

3:00 PM: Consumer 
Credit

1:00 PM: 10-Year 
TIPS Announcement

11:30 AM: 4-Week 
Bill Auctions

2:15 PM: FOMC Mtg. 
Announcement 

4:30 PM: Money 
Supply
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