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THE WEEK AHEAD

Last week, we were watching the Dow struggle with its “do-or-
die” line at 11,500. This week, the Dow still hasn't crossed that 
barrier. On the bullish side, we've been discussing how the Federal 
Reserve's Permanent Open Market Operations (POMO) might be 
buoying up the stock market and fueling commodities speculation. By 
supplying cash to Primary Dealers (banks such as Goldman Sachs, JP 
Morgan, Barclays Capital and Deutsche Bank Securities),  POMO 
could  be increasing cash flows  into stocks and commodity futures. 
One offshoot may be speculation in the oil market. This is a subject 
Phil has been chronicling for years, and he wrote about it last 
weekend in Bankers Secretly Meeting to Control the World?!? Yawn. 

Oil is a critical component of the foundation of our modern 
world. Without it, contemporary society, would not last long. Oil is 
used not only for gasoline and diesel fuels, but also to make 
thousands of vital products, from plastics to cosmetics, medicines to 
tires. Because developed countries essentially run on oil, and 
products made from petroleum are so widely used, the price of oil 
has a tremendous impact on the global economy.

Faced with increasing prices of oil and products dependent on 
oil, such as food, people generally pay what they have to for basic 
necessities. Consequently, people end up with less money left over in 
their  budgets for discretionary spending. As transportation and input 
costs increase for producers, many of those costs are eventually 
passed on to consumers. The end result is higher prices of non-
discretionary consumer goods such as food, medicine and energy. 
This is occurring to some extent. However, wage growth is stagnant 
and by some measures, even shrinking, reducing demand for many 
discretionary goods. Price increases for producers are not being 
passed on due to the lower demand. Therefore, businesses are being 
squeezed as part of a negative cycle - lower profits, less hiring, more 
unemployment, less demand, lower profits. (See "A few thoughts on 
this morning's data by Pragmatic Capitalism.)

Because of the incredible importance of the oil market to modern 
economies, one would reasonably expect that, for example, the U.S. 
government would take an interest in how the petroleum industry 
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manages its affairs, taking care to ensure that such a 
critical and vital industry was conducted in ways 
that would best promote the general welfare of the 
people.

While a reasonable person might expect that 
the government would at least attempt to 
represent our interests, a realistic person would 
realize that corporate and financial interests are 
more apt to be served. And when we examine the 
details of how the oil markets work, we quickly 
find that the law provides little regulation of the 
oil industry and Wall Street speculators. 

For example, one might reasonably expect that 
the markets for trading oil contracts (oil futures) 
would be properly supervised by competent 
regulators, and that trades would be properly 
accounted for and settled upon delivery of the oil 
being traded. The idea being that a buyer says “I 
would like to buy X amount of oil on this date at this 
price” and then a seller says “okay, I agree to this 
deal, and I  will ship this oil to this destination on this 
date.” Then the oil is shipped, the buyer gets its oil, 
the seller gets its money, and a broker makes a few 
bucks in commissions for facilitating the transaction. 
That’s the beauty of the free market, supply and 
demand, and life is good for everyone.

So what are we to make of a situation like the 
one Phil reported on while discussing the oil market 
on Thursday, saying “the NYMEX contracts for 
January delivery close on Tuesday, December 21st, 
and there are still 132,168 open contracts or 1,000 
barrels each (132M) scheduled for delivery to 
Cushing, OK.” The oil storage facilities at Cushing, 
OK have a maximum capacity of around 45Mb of 
crude as of July 2010, and are currently full.

This seems a bit curious. What’s going on here? 
Phil wrote: “Logic alone dictates that if 132M 
barrels are on order for delivery to a storage facility 
that can only handle 45M barrels that the orders are 
mostly bogus.  You can track the open interest every 
day right here so don’t take my word for it, watch 
what happens over the next few days as the people 
who are currently pretending to demand oil in 

January, roll their contracts to pretend demand for 
February (already at a ridiculous 268M barrels), 
March (172Mb) and April (60Mb).   Like the great 
Carnac, I will put the envelope to my head and 
predict that, by Tuesday, the January barrel count 
will fall to under 30,000 contracts, while the new 
front three months will rise by close to 100,000 
contacts.”  

This is the kind of nonsense that was made 
possible by deregulation and legislation like the 
“Commodity Futures Modernization Act” of 2000, 
which gutted regulatory oversight of the energy 
markets and helped to create the current situation, 
a situation that is costing consumers literally trillions 
of Dollars every single year. 

How does the excessive trading of oil futures 
inflate prices? One way speculators can artificially 
boost prices for a commodity such as oil is by using 

“Yesterday, Criminal Narrators 
Boosting Crude were very excited 
to report that we had a 9.9Mb 

draw in oil inventories.  WOW!  That sounds 
like a lot of oil demand doesn’t it?   Of 
course, any real news people would mention 
that the report clearly indicated that "U.S. 
crude oil imports averaged 7.7 million 
barrels per day last week, down by 1.4 
million barrels per day from the previous 
week" but CNBC is not news, is it?   As I 
pointed out two weeks ago today, they are 
nothing more than PROPAGANDA as a station 
owned by a company that makes a good 
portion of it’s income selling energy-related 
products and makes much more money when 
oil prices are high than when they are low.  
1.4M barrels a day times 7 days is 9.8 
Million barrels that the US was shorted in 
order to keep the price of oil high – WHY IS 
NO ONE BEING ARRESTED?!?” - Phil

“
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“round-trip” trades. As Senator Dianne Feinstein 
explained, “Round-trip” trades occur when one firm 
sells energy to another and then the second firm 
simultaneously sells the same amount of energy 
back to the first company at exactly the same price. 
No commodity ever changes hands. But when done 
on an exchange, these transactions send a price 
signal to the market and they artificially boost 
revenue for the company.”

The net result is that consumers are gouged for 
vast, mind-boggling sums of money, solely to line the 
pockets of speculators. And we are not talking about 
“gouged” as in “inconvenienced” or “dinged”, we’re 
talking gouged as in “systematically looted to an 
extreme degree, driving their victims to the brink of 
penury and beyond.” That this is going on at all is 
despicable, that it is being done with the blessing of 
our government via instruments such as the 
“Commodity Futures Modernization Act” of 2000 is 
simply outrageous. 

In 2008, Michael Masters testified before the 
Committee on Homeland Security and Governmental 
Affairs, United States Senate.   In describing how 
excessive speculation affects the commodities 
markets, he said "Think about it this way: If Wall 
Street concocted a scheme whereby investors 
bought large amounts of pharmaceutical drugs and 
medical devices in order to profit from the resulting 
increase in prices, making these essential items 
unaffordable to sick and dying people, society 
would be justly outraged.

“Why is there not outrage over the fact that 
Americans must pay drastically more to feed their 
families, fuel their cars, and heat their homes? 
Index Speculators provide no benefit to the futures 
markets and they inflict a tremendous cost upon 
society. Individually, these participants are not 
acting with malicious intent; collectively, however, 
their impact reaches into the wallets of every 
American consumer.

“Is it necessary for the U.S. economy to suffer 
through yet another financial crisis created by new 
investment techniques, the consequences of which 
have once again been unforeseen by their Wall 
Street proponents?"

We pay very close attention to the 
shenanigans that go on within the 
markets because understanding how 
the markets really  work is critical for 
us to make a living investing and 
trading in these markets. Fortunately, 
at Stock World Weekly and Phil’s Stock 
World, we are aware of the games being 
played in the financial markets. This is 
why we are able to repeatedly make 
trades that take advantage of the 
disconnect between the nonsense being 
peddled by mainstream  media and 
reality.

“Over the course of an average 
month at the NYMEX, 5 BILLION 
barrels of oil will be traded, with a 

fee being collected on every single 
transaction which is ultimately passed down 
to US consumers, yet less than 40M barrels 
will actually be delivered.   That is just 8 
tenths of 1 percent of actual demand for 
the product that is being traded – 99.2% of 
the oil  transaction fees being paid by the 
American people  do nothing more than 
create fees for the  traders and record 
profits and bonuses for the trading firms!” - 
Phil

“
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It’s now official: Stagflation has arrived in 
China according to He Keng, deputy director of 
the finance and economic affairs committee of 
the National People’s Congress. Inflation in China 
hit 5.1% in November, the highest rate in 21 
months.   It threatens China’s prospects for 
growth, increases its unemployment and adds to 
social discontent.

The Dollar dropped sharply on Monday from a 
high of 80.2 down to 79.2 in less than 12 hours, 
which is a very abrupt drop. It recovered a bit 
later in the day and ended at 79.3. The Dow, as 
you might expect, rose during the day.   The 
moment the Dollar stopped dropping, the Dow 
stopped rising and turned right back down, closing 
at 11,428, well short of the 11,500 line that we’re 
watching for rally confirmation.

Investing-wise, Phil thought it was a good time 
to wait. He wrote, “This is going to be one of 
those very annoying days where we watch and 
wait and everyone will be dying to buy something 
and I  will say wait and they will say "what about 
this" and I will say wait and they will say "but it 
broke out on the charts" and I will say 
wait.... Perhaps if I  invest in a "WAIT" sign 
now, it will save me some trouble.” Nevertheless, 
trading-wise, Phil found smaller, short-term "hit 
and run" plays to take advantage of, such as the 
United States Oil Fund (USO) puts  trade idea 
featured in the inset box on this page.

Another trade idea, dating back to Friday, 
December 10th, was to buy NetFlix puts. P h i l 
had written: “Damn, NFLX is falling fast, I was 
hoping for a better entry than this so let’s go light 
on the old, reliable Jan $155 puts, now $1.60 with 
just 5 in the 1050P (i.e. the $10k to $50k 
portfolio). We’ll hope for  a chance to double down 
or roll to a more aggressive short if they go 
higher.” 

The chance to double down never came, 
possibly thanks to Time Warner's CEO Jeff Bewkes. 
He was quoted making some rather stark 
comments about NetFlix, calling it a “small time 
organization with a business model that can’t 
work.” NetFlix was down 5.7% for the day. Phil 
headed for the exit, “time to kill [the] NFLX Jan 
$155 puts ($2.25) in 1050P,” out, up 40%.

Late Monday afternoon President Obama’s tax 
package passed the Senate with the necessary 60 
votes, paving the way for passage by the House 
later in the week. The bill was expected to face 
stiff resistance in the House but considered likely 
to pass. Meanwhile, we were standing by, 
continuing to watch the Dollar and Dow battle it 
out, the Dow reaching for  11,500 and the Dollar 
trying to stay above 80.

Just Another Manic Monday - Stagflation Official in 
China

“One short we will be taking today 
is oil as it’s just silly that it’s back 
over $89.  We have a standing entry 

to short the Futures but USO puts should be 
attractive [with USO trading near] $38.50 
because on that ETF as there are still 550M 
barrels on “pretend order” for the three 
front months at the NYMEX with 194M 
barrels scheduled for January delivery to 
Cushing, OK – a facility that has a capacity 
for only 45M barrels, and it happens to be 
full.   Those contracts that are still open 
next Tuesday must be delivered and, with 
the January contacts at $89 and the June 
contracts at $90.08, it’s hardly worth 
storing oil for 6 months just to make $1, 
isn’t it?” - Phil

USO Dec $38 puts were at .41 early Monday 
morning, and went up to .60 (up 46%) when Phil 
closed the trade at 1:23 PM.

“
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Is this rally real, or is it going to end up losing 
steam before we can achieve confirmation of our 
Market Targets as the Dow still can't hold itself 
above 11,500? The Dow continues to be incapable 
of a sustained breakout above our 11,500 line, and 
while it did get as high as 11,505 for a couple of 
brief moments on Tuesday, it ended up closing the 
day at 11,478.

Even if the Dow managed to breakout, we 
would still wait to see if it could stay above that 
level for at least a day. We have been skeptical 
about this rally because the fundamentals of the 
economy, in our opinion, are simply terrible and 
certainly nothing to base wildly bull ish 
expectations on. However, as we have repeatedly 
noted,  the Dollar and the Dow have been 
strongly  inversely correlated. So much so that 
our  current truism,  “when the Dollar drops, the 
markets pop,” hasn 't broken down yet.  
Countering a weak economy, which might 
negatively affect stock prices, weakening the 
Dollar appears to be an easy goal of the Federal 
Reserve. It's a natural result of Ben  Bernanke 
"printing" billions of dollars, expanding our 

currency base via quantitative easing (QE2) and 
Obama’s extension of the Bush tax cuts.

Currently, the U.S. currency base is roughly 
$14Tn.  Adding on the tax cuts and QE2 (not to 
mention potential future QEs) expands the 14Tr 
base by $2Tn over the next four years 
to  approximately $16Tn, a 14% increase. (Note: 
the tax cuts don’t directly expand the currency 
base, but they do expand the debt.) As we can 
clearly see from the chart on this page, the Dollar 
has been on a very long-term downward trend, 
with major resistance and support around the 
level of 80. We will be watching the Dollar to see 
if it ends up convincingly falling below this 
support level.

Inflationary expectations caused by the Fed’s 
expansion of our currency base helped to push 
commodities up in price, and Tuesday’s Producer 
Price Index (PPI) for Finished Goods rose a 
seasonally adjusted 0.8% in November, double the 
0.4% increases reported for both September and 
October. If we exclude automobile prices (which 
have been heavily discounted to move inventory) 
then the November PPI would be up a whopping 

Toppy Tuesday - Can the Dollar Fall Faster than 
our Indexes?
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1.2%. Meanwhile, the November Consumer Price 
Index (CPI) showed a seasonally adjusted increase 
in the core CPI of 0.1%. This shows that the prices 
producers are paying are not being passed on to 
consumers due to the problem of low demand. ("A 
Few Thoughts on This Morning's Data," Pragmatic 
Capitalism.)

What do you get when you have input prices 
(raw materials, such as corn, soybeans, copper, 
steel, coffee, oil) going up, combined with an 
inability to pass increasing prices along to 
customers due to lack of demand and lower 
purchasing power? You get “margin compression” 
which means the margins of producers are getting 
relentlessly squeezed.

It is difficult to make a convincing argument 
for an exuberant, sustainable bull market when 
companies are struggling to cope with compressed 
margins, selling to consumers who are struggling 
to pay their bills. Of course, multinational 
companies rely less on the U.S. consumer than 
smaller U.S.-based companies. Multinational 
corporations have moved factories to other 
countries and outsourced labor, plus they sell their 
products world-wide. They have a significant 
advantage and have being doing well in spite of 
the languishing economy on Main Street U.S.A. 

David Stockman appeared on the Dylan Ratigan 
show to discuss the impact that extending the 
Bush tax cuts would have on the deficit. He said 
"We have had a Fed-engineered serial bubble that 
has created the appearance of wealth, that has 
caused people to consume beyond their means 
through borrowing, and that has flushed the 
income and wealth of our society up to the top, 
as a result of the Fed turning the financial 
markets into a casino. These are pure casinos, 
they are not capital markets, they are not adding 
to the productive capacity of our economy, they 
simply are a bunch of robots trading with each 
other by the millisecond as a result of the Fed 
giving them zero cost overnight money, and giving 
them all kinds of hand signals on what to front-
run."

Stockman continued: "The Fed is actually 
destroying prosperity by essentially funding 
demand that we can't support with earnings and 
production, causing massive current accounts 
deficits and the flow of funds overseas and the 
build up in China, OPEC and Korea and elsewhere 
of massive dollar reserves which is a totally 
unsustainable, unsupportable system, and I think 
we’re coming near the edge of where that can 
continue to remain stable."

Inside Chat:

Exec asked Phil: “Have you been 
consuming Matt pills?   You sound awfully 
gloomy in your editorials lately.”

Matt pills/Exec – No, I’m just reading a lot 
of really messed up stuff and it’s my job to 
give you the real news, whether you like it or 
not.   I’d love to put on rose-colored glasses 
and do nothing but pick stocks that are going 
to go up every day but it’s not what I’m 
seeing as being a sound strategy right now 
and, unlike the rest of America, I seem to 
remember a very terrible global meltdown 
that occurred just about 2 years ago. I know 
many people who lost their asses listening to 
the idiots in the mainstream media telling 
them how great everything was while I would 
make jokes about fiddling while Rome burned 
and calling it a Meatball Marketplace (where 
bad news "just doesn’t matter") but it turns 
out that was too subtle. Some people got 
caught being way too bullish, so now I’m 
going to scream "the sky is falling" and risk 
the ridicule, rather than allow anyone here to 
misinterpret my thoughts about this "rally."  
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In "CBO Recommendation to Munis – 
Default!", Bruce Krasting wrote: "You hear a lot 
about the states that are facing a financial 
wall. California, NY and Il are on top of the 
list. But that is a 2010 story. The 2011 story 
will shift toward the nations municipalities. 
There are 36,000 cities, towns, villages and 
boroughs across the land. They all are facing 
problems." 

Awareness of danger lurking in the Municipal 
(muni) bond market accelerated early in the 
week as the yield on an index of high-grade, 
tax-exempt 30-year muni bonds hit 4.84%, the 
highest level since March 2009. The yield on 10-
year T-Bills shot up to 3.5%, 40% higher than 
where it was when QE2 was announced back in 
November, and this is with the Fed buying over 
one third of all Treasuries that go up for 
auction. (Ref. Muni Bonds Continue to Tumble, 
WSJ.)

Phil noted that this is a serious crisis for "a 
government that borrows $140Bn a month to 
service a $15Tn debt!  Of course the pain filters 
right down to the local level," with California’s 
general obligation bond spreads jumping 30%, 
from 0.97 to 1.30 and the spreads on Illinois 10-
year notes widening from 1.60 to 1.90 since 
November 1st.

A big concern here is that as the price of 
servicing debt increases for all levels of 
government, the only recourse for many of 
those governments will be to either raise taxes, 
invoke austerity measures, e.g. cutting services, 
raising taxes and invoking austerity measures, or 
simply defaulting.  

Phil continued: "We have so many bigger fish 
to fry (our own deficit, unemployment, Greece, 
China, Spain…) that we’ve forgotten about the 

estimated  $2.8Tn municipal bond debt, a 
number that is up 100% over the past decade.  
As the year winds down to a close, we may be 
seeing our first round of municipal defaults as 
local governments simply run out of money.  
The pressure will certainly mount between 
January and June, 30th, when most fiscal years 
wrap-up and Governments will be forced to 
take drastic measures to balance their books." 

According to Bruce Krasting, "A  few factoids 
on local munis tells the importance they play in 
our economic picture:"

"-90% of all cities have cut backs in spending 
scheduled for 2011.

"-Approximately 14 million people are 
employed by local munis (not state workers). 
That is 11% of the entire work force. Do the 

Which Way Wednesday - Municipal Bombs are 
Falling!
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math. A  15% drop in employment translates to 
2.2mm jobs. That would come to 175,000 per 
month. By itself this would add 1.7% to the 
unemployment rate. We would be pushing 12% 
UE as a result.

"-Muni spending is 9% of total GDP. A  10% 
cutback translates into a drag on top line GDP 
by 1%. The estimates for growth range from 
2-3%. If local governments are forced into cuts 
(they will) a better estimate for GDP is 1-2%. 

"-When looking for places to cut, munis 
always go to capital projects first. Roads, 
sewer, water hospitals, schools are not going to 
get built. What does this do for the private 
sector construction industry?"

Mish writes, in "Avalanche of 'Bids Wanted' 
for Munis, but 'Nobody’s bidding': “The 
municipal bond market is going up in smoke 
once again with yields highest since August 
2009. An "avalanche" of supply is coming, with 
few takers.” 

Bloomberg reports  ‘Avalanche’ of Sales 
Drives Rates to 16-Month High: "Yields on top-
rated tax-exempt securities due in 30 years 
climbed twice as fast as those on U.S. 
Treasuries, reaching the highest level in almost 
16 months. The prospect that tax-free 
municipal issuance will surge if the Build 
America Bonds program isn’t renewed after Dec. 
31 drove 30-year tax-exempt rates up 20 basis 
points, or 0.2 percentage point, to 4.84 
percent, the highest since Aug. 17, 2009, 
according to a Bloomberg Valuation index.

  "Bondholders sought buyers for $1.4 billion 
in debt yesterday, the most since June 15, 2006, 
according to a Bloomberg bids-wanted index.

“Nobody’s bidding,” Tony Shields, a principal 
in the public-finance department at Williams 
Capital Group LP in New York, said in an e-mail. 
There’s “an avalanche of bid-wanteds, and 
there i s jus t not enough l iqu id i ty to 
accommodate this much sell-side pressure.”

Since Wednesday, Muni bonds have had a 
strong recovery, however this is proving to be a 
potentially volatile issue, and we are going to 
be keeping a very close eye on this.

One has only to look at Wednesday’s riots in 
Athens to see how well austerity measures are 
going over with the general public in Greece. 
However, riots also present an investment 
opportunity, as in the TASR trade idea we have 
on this page.

“See, it’s easy to push austerity 
measures – just leave a little room 
in the budget for extra vehicles 

and tear gas.  We’ve been buying TASR for 
quite some time on the global unrest 
premise and it looks like they’ll be needing 
a lot of cartridges in 2011 to control those 
crowds!  I still like them at $4.60 as a long-
term hold.  Athens is rioting this morning as 
well and that’s Ka-Ching! for our TASR 
shares.   This is a good example of how, 
when the global markets give us lemons, we 
just make lemonade!” - Phil

TASR closed at $4.88 on Friday, for a gain 
of 5.7%.

“

http://www.philstockworld.com
http://www.philstockworld.com
http://globaleconomicanalysis.blogspot.com/2010/12/avalanche-of-bids-wanted-for-munis-but.html
http://globaleconomicanalysis.blogspot.com/2010/12/avalanche-of-bids-wanted-for-munis-but.html
http://globaleconomicanalysis.blogspot.com/2010/12/avalanche-of-bids-wanted-for-munis-but.html
http://globaleconomicanalysis.blogspot.com/2010/12/avalanche-of-bids-wanted-for-munis-but.html
http://noir.bloomberg.com/apps/news?pid=newsarchive&sid=aJlJSKhHztlI
http://noir.bloomberg.com/apps/news?pid=newsarchive&sid=aJlJSKhHztlI
http://noir.bloomberg.com/apps/news?pid=newsarchive&sid=aJlJSKhHztlI
http://noir.bloomberg.com/apps/news?pid=newsarchive&sid=aJlJSKhHztlI
http://www.thestar.com/news/world/article/907247--anti-austerity-riots-across-athens-send-shoppers-fleeing-in-panic
http://www.thestar.com/news/world/article/907247--anti-austerity-riots-across-athens-send-shoppers-fleeing-in-panic
http://www.thestar.com/news/world/article/907247--anti-austerity-riots-across-athens-send-shoppers-fleeing-in-panic
http://www.thestar.com/news/world/article/907247--anti-austerity-riots-across-athens-send-shoppers-fleeing-in-panic
http://online.wsj.com/article/SB10001424052748704828104576020892554666676.html
http://online.wsj.com/article/SB10001424052748704828104576020892554666676.html
http://online.wsj.com/article/SB10001424052748704828104576020892554666676.html
http://online.wsj.com/article/SB10001424052748704828104576020892554666676.html


S t o c k  Wo r l d  We e k l y  N e w s l e t t e r	
                            We e k  o f  D e c e m b e r  1 9 ,  2 0 1 0

P h i l ’ s  S t o c k  W o r l d  	
          w w w . p h i l s t o c k w o r l d . c o m  	
 	
 	
            9

Thursday was an up day for the markets, as news 
of slightly lower initial jobless claims (420k vs. 425k 
expected), an increase in November housing starts 
(555k vs. 550k expected) and optimistic numbers in 
the December Philly Fed business outlook (24.3 vs. 
13.0 expected) helped to buoy investor sentiment. 
The Dow closed up 0.36% for the day, at 11,499 
which is just short of our 11,500 target.

Phil talked at length Thursday about the oil and 
commodity markets, which we have covered in this 
week’s opening article. We’re not the only people 
concerned about this issue. The following is from the 
testimony of Michael W. Masters, before the 
Committee on Homeland Security and Governmental 
Affairs, United States Senate, May 20, 2008: (Video 
Link HERE)

When Congress passed the Commodity Exchange 
Act in 1936, they did so with the understanding that 
speculators should not be allowed to dominate the 
commodities futures markets. Unfortunately, the 
Commodity Futures Trading Commission (CFTC) has 
taken deliberate steps to allow certain speculators 
virtually unlimited access to the commodities 
futures markets.

The CFTC has granted Wall Street banks an 
exemption from speculative position limits when 
these banks hedge over-the-counter swaps 

transactions. This has effectively opened a 
loophole for unlimited speculation. When Index 
Speculators enter into commodity index swaps, 
which 85-90% of them do, they face no speculative 
position limits.

The really shocking thing about the Swaps 
Loophole is that Speculators of all stripes can use it 
to access the futures markets.

You have asked the question “Are Institutional 
Investors contributing to food and energy price 
inflation?” And my unequivocal answer is “YES.” In 
this testimony I  will explain that Institutional 
Investors are one of, if not the primary, factors 
affecting commodities prices today. Clearly, there 
are many factors that contribute to price 
determination in the commodities markets; I  am 
here to expose a fast-growing yet virtually unnoticed 
factor, and one that presents a problem that can be 
expediently corrected through legislative policy 
action.

Commodities prices have increased more in the 
aggregate over the last five years than at any other 
time in U.S. history. We have seen commodity 
price spikes occur in the past as a result of supply 
crises, such as during the 1973 Arab Oil Embargo. But 
today, unlike previous episodes, supply is ample: 
there are no lines at the gas pump and there is 

plenty of food on the shelves.

If supply is adequate - as has been shown by 
others who have testified before this committee - 
and prices are still rising, then demand must be 
increasing. But how do you explain a continuing 
increase in demand when commodity prices have 
doubled or tripled in the last 5 years?

What we are experiencing is a demand shock 
coming from a new category of participant in the 
commodities futures markets: Institutional 
Investors. Specifically, these are Corporate and 
Government Pension Funds, Sovereign Wealth 

Fake-Out Thursday - Oil Scam Continues 
Unabated
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Funds, University Endowments and other 
Institutional Investors. Collectively, these 
investors now account on average for a 
larger share of outstanding commodities 
futures contracts than any other market 
participant.

These parties, who I call Index 
Speculators, allocate a portion of their 
portfolios to “investments” in the 
commodities futures market, and behave 
very differently from the traditional 
speculators that have always existed in 
this marketplace. I refer to them as 
“Index” Speculators because of their 
investing strategy: they distribute their 
allocation of dollars across the 25 key 
commodities futures according to the popular 
indices – the Standard & Poors - Goldman Sachs 
Commodity Index and the Dow Jones - AIG 
Commodity Index. I’d like to provide a little 
background on how this new category of “investors” 
came to exist.

In the early part of this decade, some 
institutional investors who suffered as a result of the 
severe equity bear market of 2000-2002, began to 
look to the commodity futures market as a potential 
new “asset class” suitable for institutional 
investment. While the commodities markets have 
always had some speculators, never before had 
major investment institutions seriously considered 
the commodities futures markets as viable for larger 
scale investment programs. Commodities looked 

attractive because they have historically been 
“uncorrelated,” meaning they trade inversely to 
fixed income and equity portfolios. Mainline 
financial industry consultants, who advised large 
institutions on portfolio allocations, suggested for 
the first time that investors could “buy and hold” 
commodities futures, just like investors previously 
had done with stocks and bonds.

Index Speculator Demand Is Driving Prices 
Higher

Today, Index Speculators are pouring billions of 
dollars into the commodities futures markets, 
speculating that commodity prices will increase. 
Chart One (above) shows Assets allocated to 
commodity index trading strategies have risen from 
$13 billion at the end of 2003 to $260 billion as of 
March 2008, and the prices of the 25 commodities 
that compose these indices have risen by an average 
of 183% in those five years!

According to the CFTC and spot market 
participants, commodities futures prices are the 
benchmark for the prices of actual physical 
commodities, so when Index Speculators drive 
futures prices higher, the effects are felt 
immediately in spot prices and the real economy. So 
there is a direct link between commodities futures 
prices and the prices your constituents are paying 
for essential goods.

“I hope I don’t have to tell you I 
like shorting the oil futures below 
the $89 line (/QM is the contract 

on TOS). The USO $39 puts are $1.06 and 
expire tomorrow but it’s just .05 in 
premium so a good way to play momentum 
below the same line ($38 on USO).”  - Phil

USO Dec 18 2010 $39 puts closed Friday 
at 1.22, for a 13% gain. 

“
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A controversial tax deal passed Congress on 
Friday, having already passed the Senate, it is now 
on its way to the President, where it is virtually 
certain to be signed. The bill extends the Bush tax 
cuts for another two years, and is expected to add 
$858Bn to the U.S. national debt.

The Wall Street Journal reported: “The bill 
reaches deeply into the life and economy of the 
U.S., more so than might have been expected 
when Congress first started tackling the matter. 
Wage-earners will get a new payroll tax break; 
wealthy heirs get a lower estate-tax rate; and 
businesses gain an unexpected plum—a big tax 
write-off for new equipment purchases.” 

Jeffrey Cooper, a professor at Quinnipiac 
University School of Law and a former estate 
planner who has studied the history of U.S. tax 

law, noted “The climate we'll have after this 
legislation is extremely favorable for wealthy 
families” (Bloomberg: “It’s a Great Time to Be 
Rich.”)

As Robert Reich points out: “The only practical 
effect of adding $858 billion to the deficit will be 
to put more pressure on Democrats to reduce non-
defense spending of all sorts, including Social 
Security and Medicare, as well as education and 
infrastructure.   It is nothing short of Ronald 
Reagan’s (and David Stockman’s) notorious “starve 
the beast” strategy.” As Robert reminds us,  the 
richest one percent of Americans are now taking 
home a larger percentage of the nation’s income 
than at any time since 1928. And we recall what 
happened in 1929. He warns: “Unless the vast 
majority of Americans has enough purchasing 
power to keep the economy going without going 
ever more deeply into debt, the economy will 
eventually go over a cliff.”

Friday was fairly quiet in the markets, closing 
the week little changed from Thursday. Phil wrote 
“We’re still skeptical and bearish until the Dow 
actually holds 11,500 for a day. So far, we haven’t 
even closed there – missing it yesterday by just 
0.75!  Oil fell all the way to 87.75 pre market, 
giving us yet another (yawn) victory off the $89 
line in the futures.  This trade will keep working 
until we’re over $90. We can expect another test 
into the open on tax-cut fever, but it’s copper 
we’ll be watching today as well as the Dollar at 
the 80.50 mark to give us a clue as to intra-day 
direction. While we may look irresponsible in our 
spending – that’s only because you are not sitting 
us next to Europe, which is still spiraling out of 
control, even as they pass bigger and bigger 
bailout deals. Ireland just got a FIVE (5!) notch 
downgrade from Moody’s.  Generally you have to 
be hit with a nuclear missile for that to happen.”

Fiscally Irresponsible Friday - Proles Swallow 
$858Bn in Debt for $613 and Some Magic Beans

Watching Must Hold Levels
12/18/10

BREAKOUT 
LEVELS

UP 10%
(MUST HOLD)

UP 7.5%

UP 5%

Dow S&P NAS NYSE Russell
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10965 1146 2365 7280 672

10710 1123 2310 7140 666
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Last week was another big POMO week, with 
auctions taking place every day except for 
Tuesday. There has been a consistent pattern to 
these auctions, with the Fed providing expected 
ranges for each auction, and the total value of 
Treasuries being accepted nearly always being 
right in the middle of that range.  

So if you’re wondering how much liquidity is 
going to be injected by the Fed via POMO on any 
given day, look at the upcoming POMO schedule, 
look at the range, and pick a number right in the 
middle. You will most likely end up darn close to 
the actual auction total for that day. Monday and 
Tuesday of next week are double POMO days. 
Monday will have two auctions, one for $7Bn to 
$9Bn, and one for $6Bn to $8Bn. Thus, if the 
pattern continues, there will be about $15Bn total 
auctioned on Monday.

Considering that somewhere between $24Bn 
and $25Bn worth of purchases are going to be 
made by the Fed on Monday and Tuesday alone, 
we expect to see the markets feel the power of 
POMO. We’ll be watching closely to see how this 
Fed-sponsored Santa Claus rally turns out. If the 
Dow cannot close above our breakout level of 
11,500, then something is seriously amiss.

We have been pursuing short-term short 
positions that are not working out (examples from 
our $10k to $50k Portfolio (aka 1050P) are DIA, 
QID, XRT...) and we are currently using the 
"5,000% in 5 Trades or Less" portfolio to hedge to 
the upside with highly leveraged positions that 
will perform fantastically - IF the market manages 
to move just a little bit higher.  Otherwise, we 
remain cautious. If the bearish plays aren't 
working out, we are happy to cash out for the 
holidays and wait for the market to pick a 
direction while we sell premium to those who wish 
to gamble while we wait.

Pharmboy has a trade idea for this week’s 
newsletter. He writes “Oncothyreon (ONTY) of 
Seattle is collaborating with Merck KgaA of 
Germany on a cancer vaccine called Stimuvax.  
The vaccine aims to stimulate the immune system 
to attack a protein fragment called MUC-1 found 
on lung, breast, prostate and colon tumors. The 
vaccine showed a trend towards higher survival in 
its initial trial, is now in a final stage trial in 1300 
patients with inoperable lung cancer.   Buying in 
here and selling the $4/3 Call/Put (i.e. selling a 
call with a $4 strike and a put with a $3 strike) in 
May 11 for 1.60 or better.   A  high risk play, but it 
gives a nice big profit if called away.”

For an excellent discussion of Quantitative 
Easing, Wall Street, the Dollar (“toast”) and the 
economy, please read Mike Whitney's  Doomsday 
for the US Dollar: Post Mortem for the World's 
"Reserve Currency".  Mike writes: 

Wall Street is the epicenter of global 
corruption; the world's biggest sewer. It's multi-
trillion dollar Ponzi-mortgage scheme brought 
down the global financial system which was 
hastily resurrected by blanket Fed guarantees on 
fraudulent bonds and securities generated by 
undercapitalized financial institutions. But as bad 
as the bailout was, the Fed's ongoing meddling in 
the equities markets is even worse because it 
shows to what extent the markets are being 
juiced. Consider this excerpt from an article on 
Bloomberg on Monday that shows the connection 
between the Fed's purchases of US Treasuries (QE) 
and the predictable surge in stock prices:

“Nine of the S&P 500’s 10 main industry 
groups, led by shares of financial companies, rose 
more on days when the Fed opened its checkbook 
for, or announced results of, what it calls 
Permanent Open Market Operations. The group of 
81 banks, insurers and investment firms, including 

The Week Ahead
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New York-based JPMorgan Chase & Co. and Wells 
Fargo & Co. of San Francisco, climbed an average 
0.32 percent, compared with a 0.04 percent drop 
on non- POMO days....

“FX Concepts LLC, the world’s largest currency 
hedge fund, buys higher-yielding assets such as 
stocks and the Australian dollar when the Fed is 
purchasing bonds, said John R. Taylor, who 
manages about $8 billion as chairman of the New 
York-based firm. The days have become 
‘incredibly important for the market,’ Taylor 
said.” ("Stocks Rally With Bernanke Bond 
Purchases as QE Buoys S&P 500", Bloomberg)

This phenomenon has long been a topic of 
debate on economics blogs, but now that it's in 
the mainstream,   people are likely to sit up and 
take notice.  Bernanke's money is going in one end 
and coming out the other in the form of "frothy" 
stocks.   Just like high-frequency trading, dark 
pools, off-balance sheets operations, shadow 
banking, securitization, and the billions in 
unreported mark-to-fantasy toxic assets; this 
latest discovery by Bloomberg will further 
confirm that Wall Street is a murky underworld of 
insider trading, criminal activity and Fed-
sanctioned grand larceny.

We submitted the following questions to Mike, 
who graciously answered:

1. Do you think the Fed's meddling in the 
markets is beyond its legitimate mandate?

“The problem with the Fed is that it is a 
creature of the banks and everything it does 
seems to be geared to ensuring their profitability. 
Now I know there's been a big fuss over 
Quantitative Easing. But--in the strict sense--QE2 
does fall within the Fed's mandate of maintaining 
price stability. Disinflation is drifting towards 
outright deflation and, at the same time, the Fed 
is stuck in a liquidity trap, which limits its 
options for implementing policy. So what other 

tool does the Fed have besides QE?  The Fed can 
only implement monetary policy. Congress must 
initiate fiscal policy.”

2. Is QE2 leeching into the stock market via 
POMO?  

“It's probably safe to say that Bernanke is 
"juicing" the stock market, which is the same as 
saying that Bernanke is picking winners and 
losers.  The clip from Bloomberg (above) points to 
a connection between the Fed's bond purchases 
and the recent uptick in stock prices. 

“And this is the same pattern we've seen 
throughout the financial crisis. We  now know the 
extent of Bernanke's loans to foreign banks, 
insurers, pension funds, SIVs, money markets and 
other unregulated shadow banks. At the peak of 
the crisis, the Fed provided loans and other 
guarantees that exceeded $11 trillion for all 
manner of shaky collateral. At no time did 
Bernanke seek congressional approval for the 
trillions that he was committing in the name of 
the American people.   In a pinch, the Fed will 
always act unilaterally and extra-legally to 
preserve the interests of its core constituents, 
the banks. That's why the model for the central 
bank needs to be rebuilt from the ground up, 
because the Fed's allegiance to Wall Street 
precludes it from acting in the public's interest.” 

3. Why are stocks getting "frothy" again?

“There are three things going on at the same 
time: 1--The Fed's bond purchases are pushing 
investors into higher risk assets, mainly equities.  
2--Recent economic data have generally been 
positive (retail spending, manufacturing, 
expanding credit, consumer confidence etc) 
strengthening the belief that we've "turned the 
corner". 3--And, finally, investors believe that the 
extension of the Bush tax cuts coupled with QE2 
should generate sufficient stimulus to lower 
unemployment and boost growth. 
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“My own feeling is that bond yields will fall 
back to earth when investors see that household 
de-leveraging is still in its early stages and that 
the market has overreacted to recent "feel good" 
data. If the economy does achieve escape 
velocity, the GOP deficit hawks will demand that 
austerity measures be put in place ASAP.   That 
will lead to another slowdown. The dangers ahead 
are mainly political.”

One such danger, in our opinion, is oil prices. If 
nothing is done to curtail speculation, we may 
face serious problems due to rising energy costs. 
Other financial writers are also taking note. 
Michael Snyder at the blog Economic Collapse asks 
"Did The Price Of Oil Help Cause The Financial 
Crisis Of 2008? Will Surging Oil Prices Soon Spark 
Another Financial Crisis?": 

"Oil prices are starting to spin out of control 
once again.  In London, Brent North Sea crude for 
delivery in February hit 91.89 dollars a barrel on 
Friday.  New York crude moved above 88 dollars a 
barrel on Friday.   Many analysts believe that 100 
dollar oil is a virtual certainty now.  

“In fact, many economists are convinced that 
oil is going to start moving well beyond the 100 
dollar mark.   So what happened the last time oil 

went well above 100 dollars a barrel?   Oh, that's 
right, we had a major financial crisis.   Not that 
subprime mortgages, rampant corruption on Wall 
Street and out of control debt didn't play major 
roles in precipitating the financial crisis as well, 
but the truth is that most economists have not 
given the price of oil the proper credit for the 
role that it played in almost crashing the world 
economy.  

“In July 2008, the price of oil hit a record high 
of over $147 a barrel.   A  couple months later all 
hell broke loose on world financial markets.   The 
truth is that having the price of oil that high 
created horrific imbalances in the global 
economy.  Fortunately the price of oil took a huge 
nosedive after hitting that record high, and it can 
be argued that lower oil prices helped stabilize 
the world economy.   So now that oil prices are on 
a relentless march upward again, what can we 
expect this time?

"Well, what we can expect is more economic 
trouble.  The truth is that oil is the "blood" of our 
economy.  Without oil nothing moves and virtually 
no economic activity would take place.   Our 
entire economic system is based on the ability to 
cheaply and efficiently move people and 
products.   An increase in the price of oil puts 
inflationary pressure on virtually everything else 

in our society. Without 
cheap oil, the entire game 
changes.”

This next week, with a full 
POMO line-up, we're going 
to continue watching the 
Dow try to break beyond 
11,500, the Dollar try to 
hold 80, and of course, oil 
prices.  

We at Phil’s Stock World 
and Stock World Weekly 
hope that all of you have a 
Happy Ho l iday and a 
prosperous New Year.
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Monday 20 Tuesday 21 Wednesday 22 Thursday 23 Friday 24

8:30 AM: Chicago Fed 
Activity Index

7:45 AM: ICSC-
Goldman Store Sales

8:30 AM: GDP 8:30 AM: Durable 
Goods Orders

Markets Closed 

11:30 AM: 3-Month 
Bill Auction

8:55 AM: Redbook 10:00 AM: Existing 
Home Sales

8:30 AM: Personal 
Income and Outlays

11:30 AM: 6-Month 
Bill Auction

10:30 AM: EIA 
Petroleum Status 

Report

8:30 AM: Jobless 
Claims

2 POMO DAY(!) 2 POMO DAY(!) 10:00 AM: New Home 
Sales

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. 

Next Week’s Economic Calendar
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