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THIS WEEK’S 
NEWSLETTER:

MANDARIN MONDAY - 
CHINA TIGHTENS, 
SNOW CHILLS 
MARKETS
People’s Bank of China 
hikes rates in response to 
inflationary pressures

TESTY TUESDAY - 
TOPPING OR POPPING?
New breakout levels 
established

WEDNESDAY CHART 
WATCH - THE 
INTERNATIONAL 
PERSPECTIVE
How the European debt 
crisis might affect US 
markets

THRILLING THURSDAY 
- US COMPANIES 
CREATE 1.4M JOBS! 
(OVERSEAS)
Corporations hire overseas 
workers to serve 
international markets.

HAPPY NEW YEAR 
FROM PSW!

THE YEAR AHEAD

Happy New Year!

A year ago Phil wrote “2010 Outlook - A Tale of Two Economies,” 
pointing out the increasing divergence in real wealth and income 
growth between the upper 10% versus the rest of the population of 
the United States. Now that 2010 has passed into the history books, 
it is evident that Phil’s analysis was correct:

“2010 is going to be an interesting year. It seems the majority of 
investors believe that we can keep living on this harshly divided 
planet and keep squeezing productivity gains out of the working 
masses even as we continue to hold wages down and drive the cost 
of their basic  necessities higher.   Even  the slave owners had to 
provide food, clothing, shelter and medical care to their workers, 
although I  suppose we can  feel good about the fact that slave 
owners outlawed education  while we simply provide a  very poor 
quality one, not enough for true upward mobility but certainly 
enough to hammer home the message that all they need is a dollar 
and that great American dream. 

As long as we can keep the peasants from revolting we can keep 
partying like it’s 1999. I do have reservations (obviously), and we 
will continue to exercise a degree of caution in our investing, but 
history has taught us that the rich can indeed get richer and we 
have plenty of good places to focus our bullish attention as we begin 
this century’s second decade.”

The wealth divergence / party like it’s 1999 theme is firmly in 
place for 2011. Robert Reich, former Secretary of Labor in the 
Clinton administration, discussed this trend in his article “New Years 
Prediction (II): The U.S. Economy in 2011”: 

“What will happen to the US economy in 2011?  I f y o u ’ r e 
referring to profits of big corporations and Wall Street, next year is 
likely to be a good one. But if you’re referring to average American 
workers, far from good. The two American economies — the Big 
Money economy and the Average Working Family economy — will 
continue to diverge. Corporate profits will continue to rise, as will 

Dow Jones	
 	
 11,578	
(+0.0%)

S&P 500	
 	
 1,258	
 (+0.0%)

NASDAQ	
 	
 2,653	
 (-0.5%)

NYSE	
 	
 	
 7,964	
 (+0.4%)

Russell 2000 	
 	
 784	
 (-0.6%)

Oil	
 	
 	
 91.45	
 (-0.1%)

Gold	
 	
 	
 1,421	
 (+2.9%)

http://www.philstockworld.com
http://www.philstockworld.com
http://www.philstockworld.com/2009/12/27/2010-outlook-a-tale-of-two-economies/
http://www.philstockworld.com/2009/12/27/2010-outlook-a-tale-of-two-economies/
http://www.philstockworld.com/2010/12/30/new-years-prediction-ii-the-u-s-economy-in-2011/
http://www.philstockworld.com/2010/12/30/new-years-prediction-ii-the-u-s-economy-in-2011/
http://www.philstockworld.com/2010/12/30/new-years-prediction-ii-the-u-s-economy-in-2011/
http://www.philstockworld.com/2010/12/30/new-years-prediction-ii-the-u-s-economy-in-2011/


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  J a n u a r y  2 ,  2 0 1 1

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  	
 	
 	
            2

the stock market. But typical wages will go 
nowhere, joblessness will remain high, the ranks 
of the long-term unemployed will continue to 
rise, the housing recovery will remain stalled, and 
consumer confidence will sag.”

So what is powering the rise in corporate 
profits? Reich writes: "The Dow Jones Industrial 
Average is rising because of foreign sales. General 
Motors is now making more cars in China than in 
the US, and two-thirds of its total sales are 
coming from abroad. When it went public last 
month it boasted that soon almost half its cars 
will be made around the world where labor is less 
than $15 an hour. Wal-Mart isn’t doing especially 
well in America but Wal-Mart International is 
booming. General Electric is keeping its payrolls 
down in the US but plans to invest half a billion 
dollars in Brazil and hire 1,000 Brazilians, and 
invest $2 billion in China.”

As the gulf between the top 10% and the rest 
of the country widens, the bottom 90% are 
increasingly finding themselves economically 
disadvantaged and irrelevant. The business 
activity being generated among the top 10% is 
enough for an entire global economy, not bound 
by borders, and independent of the bottom 90%.

In contrasting these two economies, Reich 
explained:  “whether 2011 is a great year 
economically depends which economy you’re in – 

the one that’s rising with the profits of big 
business and Wall Street, or the one that will 
continue to struggle with few jobs and lousy 
wages.”

What does the view from the penthouse suite 
look like as of this holiday season?

According to Bruce Krasting, in “Dinner Up 
High,” a dinner party with “New York types; 
lawyers, bankers, buy-side types, RE sharpies, art 
dealers, ad execs, a few (very busy) wives and one 
degenerate blogger” provided some insight.   “The 
guys” he was dropped with were enthusiastically 
positive about the economy when asked about 
their  expectat ions for 2011. When the 
conversation turned to quantitative easing, the 
response was essentially “it’s good for the market. 
Nothing else matters.” When asked about the 
sorry state of municipal finances and the deficits, 
the consensus was “Doesn’t matter, it’s all priced 
in.”

The topic eventually turned to the work ethic 
in different countries. Multiple nations, economies 
and histories were compared and evaluated. At 
the end of the evening, Bruce noted that for all of 
the talk among this group of sophisticated and 
knowledgeable people about comparative work 
ethics, the United States was not mentioned once.

Bruce asked what it means  “If the elitists 
don’t think much of our collective 
work ethic?... Answer: Nothing 
good.”

We expect to see 2011 continue to be 
a “tale of two economies”, with the 
bottom 90% experiencing stagflation, 
high unemployment, stagnant wages, 
and decreasing services from local 
and state governments combined 
w i th h i ghe r t axe s and f ee s . 
Meanwhile, the top 10% will be well 
positioned to take advantage of 
various speculative bubbles caused by 
quantitative easing, such as in 
commodities and stocks.
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Monday was a quiet, low volume trading 
day. The indexes changed little from Friday’s 
close. Volume was so “abysmal” Monday that 
Zero Hedge’s Tyler Durden wrote “While today 
is not the lowest volume day in the past 
several years, it closely competed with 
Thanksgiving for the worst participation day in 
2010.” With trading volumes as low as they 
have been during this holiday season, it is 
difficult to take the holiday rally too seriously.

The People’s Bank of China announced on 
Christmas day that it  is increasing the 
benchmark one-year lending rate by 25 basis 
points to counter the fastest growing inflation 
in years, leaving open the likelihood of 
additional increases. Wang Qing, an economist 
with Morgan Stanley, commented “This 
demonstrates how determined the government 
is to control inflation. Interest rates on 
medium and long-term loans are adjusted by 
banks at the beginning of every year so by 

raising rates now, this will have a much 
greater tightening effect than it would have in 
January.”

Premier Wen Jiabao appeared on China 
National Radio Sunday, December 26th, to talk 
about the rate increase and the impact 
inflation is having on the price of food in 
China. Wen said “We have raised reserve 
requirement ratio for six consecutive times 
and increased interest rates twice to absorb 
excess liquidity in the market to keep it at a 
reasonab le leve l to support economic 
development. I believe we can keep prices at a 
reasonable level through our efforts. As a 
major leader of the government, I have the 
responsibility and I have the confidence, too.”

The rising cost of food in China is not the 
only symptom of increasing inflationary 
pressures. Commodity prices have been soaring 
worldwide over the last several months. 

In an op-ed in the New York Times, Paul 
Krugman argued that increasing commodity 
prices reflect improving fundamentals, though 
not centered in the U.S. economy: “thanks to 
growth in developing nations, world industrial 
production recently passed its previous peak — 
and, sure enough, commodity prices are 
surging again. This doesn’t necessarily mean 
that speculation played no role in 2007-2008. 
Nor should we reject the notion that 
speculation is playing some role in current 
prices; for example, who is that mystery 
investor who has bought up much of the 
world’s copper supply? But the fact that world 
economic recovery has also brought a recovery 
in commodity prices strongly suggests that 
recent price fluctuations mainly reflect 
fundamental factors.” While there are 
elements of truth in his thesis, we believe that 
speculation does indeed play a substantial role.

Mandarin Monday - China Tightens, Snow Chills 
Markets

At 10:17 Monday morning Phil wrote: 
“Already they are pushing the markets 
back up. The QQQQ WEEKLY $53 calls 

are $1.38 and make good protection for the Nas 
going back over 2,650 – you can just kill them if 
they fail that line or hit $1.30 but we’ve seen 
enough sticks last week to expect this one...”

At 1:33 Monday afternoon Phil wrote “Holy 
cow – $1.85 on the Qs!  Very nice $1K gain so we 
totally protect that now with a stop at $1.80 
(back to trailing .10 at $1.90, expand to 
trailing .15 at $2).  Better to get out early than 
late at this point!  I really kind of doubt the Qs 
plow through $55 without a pullback.”

The weekly QQQQ $53 puts went from $1.38 
to a high of $1.85 on Monday, for a potential 
gain of $0.47, up 35% in a single day.

“
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Tuesday was another low volume, quiet day 
in the markets. The Dow closed up 0.18% at 
11,576, the S&P was slightly up 0.08% to 1,259 
and the Nas was down 0.16% at 2,663. The 
Case-Shiller Home Price Index showed prices 
d r opp i n g 0 . 8% i n Oc t obe r, o n t op o f 
September’s 0.7% decline, and home prices 
decreased in all 20 metropolitan areas 
assessed, with six cities hitting new lows.

Phil set new breakout levels for the current 
rally: Dow 11,600, S&P 1,260, Nasdaq 2,675, 
NYSE 7,935 and Russell 800 (table below). 
These are now the levels we want to see 
broken and held before committing to any 
more upside plays. Furthermore, we’d like to 
see higher volume to help confirm this rally.

The idea for these new levels is this: if the 
indexes can climb above our “breakout level 2” 
targets, then we can get more aggressive with 

bullish plays. If the indexes should drop below 
our “breakout level 1” targets (e.g. Dow 
11,500), that will be our signal that the rally is 
breaking down. In between these targets, our 
indexes are “in stock market purgatory”, until 
we see some clarity either way. Some clarity, in 
this case, occurs when at least three of the 
five indexes we’re tracking break on either 
side of our breakout levels.

Until we feel more confident in these 
markets, we are going to continue to stay 
mostly in cash, while keeping an eye open for 
“hit and run” trading opportunities. Early 
Tuesday morning Phil mentioned a potential 
trade idea based on the DIA weekly $114 calls 
at $1.60. Later Tuesday afternoon Phil posted 
“Oh, kill the long DIAs for $1.80 – too 
risky!”  This closed the trade up for a 12.5% 
gain of $0.20, and is a good example of one of 
Phil’s quick trade ideas he shares with 
Members.

Testy Tuesday - Topping or Popping?

“We don’t have to like the market 
to buy it above our breakout lines, 
but we do need to keep in mind 

that this is a very thin rally that is very 
likely nothing but window dressing aimed at 
dragging money off the sidelines. Then the 
IBanks, who have been propping up the 
markets, can once again stick the retail 
shareholders with the bag as they load up 
on puts and crash the markets once again 
(watch the VIX  to confirm.)  I saw it happen 
in 1999, then again in 2008, and both times 
the rally lasted longer than seemed logical. 
The smart play was to hit and run, not to 
leave your money on the table, but to 
participate in the upswings and then get 
out.” - Phil

“

New Market Targets
12/28/10

BREAKOUT 
LEVEL 2

BREAKOUT 
LEVEL 1

UP 10%
(MUST HOLD)

UP 7.5%

Dow S&P NAS NYSE Russell

11600 1260 2675 7935 800

11500 1220 2600 7750 725

11220 1177 2420 7500 700

10965 1146 2365 7280 672
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Stocks edged up on low volume during 
Wednesday’s trading. Phil discussed international 
markets and currencies, focusing on the potential 
impact of the European debt crisis on the Dollar 
and U.S. markets. Should financial markets lose 
confidence in the ability of the European Union to 
manage its debt crisis, the perceived safety and 
stability of the Dollar will attract investors, driving 
the Dollar up.

As a result, the Dollar may strengthen despite 
the best efforts of the Fed to devalue it via 
quantitative easing. A strong Dollar undermines the 
basis of nearly every argument made by the bulls 
on behalf of this rally. 

Phil wrote, “Read into any bull premise and 
you’ll find inflation at the heart of it.  The Global 
Economy is not really improving but the numbers 
are looking up because it costs more money to do 

everything.  Now, I had an odd little thought that 
investors were not stupid enough to believe that 
just because numbers go higher, it does not mean 
that the economy is healthy but, silly me, I 
completely overestimated the intelligence of the 
investing public (not you, of course, only people 
who aren’t reading this!)”  

Bullish arguments center around the idea that a 
falling Dollar and its counterpart, inflation, will 
drive investors into equities and commodities (since 
bonds offer unpalatable returns). If  the Dollar 
should strenghten instead of falling, what will push 
investors into equities and commodity markets? 
When we look at the markets priced in Dollars, 
Euros and Yen (see the chart below), we see a 
divergence that makes us question whether the 
bullish argument for the markets is already starting 
to come apart.

Wednesday Chart Watch - The International 
Perspective
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As we have been saying, it’s all about the 
Dollar, and when the Dollar drops the markets pop. 
As you can see from the UUP (Dollar proxy) versus 
the Dow chart on this page, the Dollar has been 
going down for the last several trading days, as the 
stock market has  been inching up. This inverse 
relationship has persisted since at least last April.

Tuesday and Wednesday were both Permanent 
Open Market Operation (POMO) days, with a total 
of $12.167Bn worth of Treasuries purchased by the 
Fed as part of its program of “quantitative easing”, 
the so-called emergency program being employed 
by the Fed in an attempt to stave off deflation. The 
current operations are part of a second round of 
quantitative easing, “QE2.” Because this policy is 
designed to be inflationary (in spite of Ben 
Bernanke's protests to the contrary), it is not 
unreasonable for investors to expect inflation and 
to prepare for it.  As the saying goes “don’t fight 
the Fed” - if the Fed is flooding the system with 
dollars, the value of the dollar declines, bond 
prices go up and yields go down. Inflation in 
commodity  prices is a natural byproduct, as the 
supply of Dollars increases relative to the supply of 
commodities. 

On the one hand, we have a strong case for 
inflation, and this becomes the basis of most bullish 
arguments for the markets. On the other hand, we 
have a very serious debt crisis in Europe, a crisis 
that drags on month after month and steadfastly 
refuses to be “solved” despite the best efforts of 
Europe’s most powerful financial and political 
leaders. Should the European debt crisis worsen, 

investors may stampede towards a “flight to 
safety”, and in the grand scheme of things, there’s 
not much  that is considered safer than the Dollar.  

As we can see from the U.S. Dollar Index chart 
below, the Dollar has done quite well since early 
November and is running into an up-trending 50-day 
moving average. This supports the argument that as 
the European debt crisis intensified, investors have 
perceived the Dollar as being relatively safe. What 
is more impressive is that the Dollar has gone up 
during a time when the Fed has been pumping tens 
of billions of Dollars a week into the financial 
system via QE2.

How can we use this information to our 
advantage? Wednesday afternoon, PSW Member 
Jromeha asked Phil if he liked the idea of shorting 
the Nikkei futures. Phil replied “They are already 
down 60 points from midnight but if the Yen 
crosses below 81.5 (now 81.66) then I think playing 
them below the 10,350 line (with tight stops of 
course) is worth a toss.”

Thursday morning Phil followed up: “The Yen 
failed the 81.50 line at just about 7pm last night 
and the Nikkei futures plummeted from 10,350 to 
10,220, which is a nice 130-point drop, which is 
very nice at $50 per point per contract!  See, I’m 
not wasting my time with all this global jibber 
jabber – if you follow along long enough it becomes 
pretty obvious how to turn all this information into 
profitable trades when the opportunity presents 
itself….”
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Corporate profits are up, stocks are up, but 
unemployment is also up. Why is this happening? 
Shouldn’t higher corporate profits translate into 
hiring employees and expanding the business?

As it turns out, American companies actually 
are hiring people. In fact, they hired 1.4 million 
people last year. Unfortunately, those jobs were all 
created overseas. 

Here in the U.S., those same companies created 
fewer than one million jobs over the last 12 
months. Daniel Gross  points out  that part of the 
reason that the U.S. stock market is rising in spite 
of unemployment and real economic suffering 
among American workers is that multinational 
corporations headquartered in the U.S. are 
experiencing strong sales abroad. American workers 
don't benefit because many of the goods sold 
abroad by American multinationals are also made 
abroad.

As Daniel Gross explained, “If companies 
participated in foreign markets primarily by 
exporting U.S.-made goods, this shift would be 
good news for the U.S. economy and workers. But 
that's not how it works. In fact, in the months 
after the global credit meltdown, U.S. exports 
plummeted. Exports bottomed in April, at $120.6 
billion, and though they have been rising, the 
August 2009 total is still 20 percent  below  the 
August 2008 total. Globalization is changing the 
way we do business. It's not a matter of U.S. 
companies exporting goods—burgers, soda, cars, 
software—made in the United States to Beijing but 
rather, making goods overseas and selling them 
overseas...

“The rising U.S. stock market and a weak, slow-
growing U.S. consumer sector aren't really in 
contradiction. Given the large-scale trends 
transforming the global economy - and the role of 
large U.S. companies in it - it may be possible to 
have a sustainable rally in American stocks without 
a sustainable rally by American consumers.”

Unfortunately,  many of the products made 
overseas aren’t coming back to the U.S., even 
though demand has grown dramatically in 
emerging markets such as India, China and Brazil. 
Coca-Cola CEO Muhtar Kent regularly points out 
that a billion consumers will enter the middle 
class during the coming decade, mostly in Africa, 
China and India. He is aggressively targeting those 
markets. Of Coke’s 93,000 global employees, less 
than 13 percent were in the U.S. in 2009, down 
from 19 percent five years ago. (see Phil’s 
interview with Muhtar Kent here).”

Until something happens to change the current 
situation, we expect to see increased job growth 
overseas, and little job growth in the U.S. This is 
likely to continue until the current problems and 
deficiencies in U.S. trade policy are addressed.

Thrilling Thursday - US Companies Create 1.4M 
Jobs! (Overseas)

Thursday morning Phil wrote “In the 
morning Alert we jumped on the 
DIA weekly (we love those!) $115.75 

puts at .32 but they were going nowhere in 
the afternoon and we went for the roll to 
the $116.75 puts for another .60 and they 
finished the day at $1.05 for a net .13 gain 
so we’re 3 for 3 on the week so far in 
playing the weeklies...”

Later Thursday morning, at 10:28 am, 
Phil posted “DIA $116.75 puts hit $1.40 – DO 
NOT BE GREEDY!”

The DIA $116.75 puts at $1.40 were up 
0.47 from Wednesday’s entry, for a 50% 
gain.

“
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Friday was the last trading day of 2010 and not 
very eventful. The equity markets went mostly 
sideways on very low volume, while oil and gold 
both did well for  the day. Oil was up 1.74% to 
$91.40 and gold was up 1.15% to 1,422. About his 
“Breakout Level 2” market targets, Phil wrote, “I 
keep moving the bar up on those targets (is that) 
my expectations do keep improving, but it’s not a 
real breakout until volume confirms us above 
those levels.”

Winding down the year, Phil left us with these 
thoughts: "Hey, just because we’re trying to be 
more optimistic doesn’t mean we need to be 
idiots about it, right?  Actually, here’s something 
funny – I just Googled "portfolio protection" to 
look for an image to put on the above paragraph 
and there is almost nothing under images and and 
very little in the web links either.  No wonder the 
VIX  is down to 17.50 – we are a totally complacent 
society aren’t we?   The problem is most people 
don’t want you to protect your portfolio – they 
want you to CHURN your portfolio to generate 
fees.   The only thing "THEY" want to protect is 

WEALTH – if you have WEALTH,  then there are 
hundreds of links from people who are willing to 
take care of you – just don’t try to actually build 
it because one of the things that wealthy people 
are being protected from is YOU trying to hone in 
on their action!  

"We are well-protected and we can enjoy our 
weekend and bid a fond farewell to 2010 and the 
greatest holiday shopping season EVER (Thanks 
Barry, click here). Will it be enough to make Q4 
earnings pop in January?  Will we have inflation, 
deflation or both and, more importantly – will 
anyone care or will we all just keep partying like 
it’s 1999?"

Zero Hedge tells the Fed-fest party  story, "It 
was the  night before Christmas Eve, and CNBC 
trucked out TrimTabs' Charles Biderman to a de 
minimis audience, knowing full well that a man 
with his understanding of money flows would very 
likely repeat his statement from last year, that 
there is no real, val id explanation for 
the  inexorable move in stocks higher, as equity 
money flows in 2010 were decidedly negative, and 
any explanation of the upward melt up would 
need to account for Fed intervention ...TrimTabs 
is sticking with its story: "If the money to boost 
stock prices by almost $9 trillion from the March 
2009 lows did not come from the traditional 
players, it had to have come from somewhere 
else.   We believe that place is the Fed.    By 
funneling trillions of dollars in cash to the primary 
dealers in exchange for debt, the Fed has given 
Wall Street lots of firepower to ramp up the prices 
of risk assets, including equities." The worry?  One 
day the buying will end and stock prices will be 
higher, "but economic growth will not be 
sustainable without massive government support.  
Then even more QE will be needed, and stock 
prices could keep rising for a while.    In our 
opinion, however, no amount of QE will be able 
to keep the current stock market bubble from 
bursting eventually." (Devil playing poker picture 
credit: William Banzai7)

Happy New Year from PSW!
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Last week, we suggested that this week 
would be quiet with low volume trading, and 
indeed the stock market was slow and subdued. 
We still believe that volume will come back in 
January and we will see more definitive moves in 
the equity market. Being as this is the first issue 
of Stock World Weekly in 2011, we’ve decided to 
take this opportunity to discuss the major trends 
we think will have the most impact on the 
markets over the next twelve months.

2010 was a tumultuous year, with events like 
the “flash crash” and the European debt crisis 
keeping investors on guard. However, the year 
was a positive one for an array of indexes and 
commodities, with the Dow up 11% for the year, 
the S&P up 12.8%, the Nas up 16.9%, the NYSE up 
10.8%, and the Russell 2000 up 25.3%. Oil was up 
15.1%, gold was up 29.8%, copper was up 33.4%, 
and silver ended the year up 83.7%!

We’ve included one-year charts of some of 
the major indexes we track (below). One 
important thing to keep in mind while looking at 
these charts is that in August the Fed decided to 
renew quantitative easing and began by buying 
$30Bn in 2-10 year Treasury notes per month. In 
September Bernanke expressed concerns about 
high unemployment rates in the U.S., and began 
dropping hints of a greatly expanded program of 
quantitative easing which would become known 
as “QE2”. On November 3rd, the Fed then 
officially announced the launching of the $600Bn
+ program of Treasury purchases. 

Looking at these charts, the effect of the 
Fed’s efforts to stimulate the economy are clear. 
It’s easy to conclude that the second round of 
quantitative easing did in fact boost the equity 
and commodity markets considerably. Whether or 
not QE2 will accomplish the desired goal of 
reducing unemployment in the U.S. remains to be 
s e e n . Re c e n t i n d i c a t o r s a r e s h o w i n g 

The Year Ahead
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unemployment to be an exceptionally difficult 
problem to solve due to structural problems in 
the U.S. that cannot be fixed by throwing money 
at them.

Jesse’s Cafe Americain featured an article 
titled “A Handwave Forecast for 2011.” Jesse 
talked at length about his concerns regarding the 
upcoming year:

“The general theme for 2011 is "I can't 
believe this. What are they thinking? Don't they 
know people are watching? Are they mad? Do 
they think we are idiots? How far do they think 
they can go?"

“The US equity market has reached the 
target of 1251 futures basis, and has clearly 
priced in a recovery based on the most optimistic 
of forecasts for 2011. It is hard not to assume 
that this is a cynical exercise in painting the 
tape for year end bonuses and political spin. 

“I am having difficulty forecasting 2011 
credibly for myself, because the normal metrics 
and fundamentals seem to have been left at the 
shore as we have set sail on the uncertain seas 
of quantitative easing and cargo cult economics 
promoted by highly mercenary think tanks and 
their demimonde in the mainstream media.

“The great unalterable fact is that the 
system that delivered the financial crisis is still 
largely in place and insolvent, merely papered 
over with do l lar s in an unsusta inab le 
equilibrium. Frauds and fees are the major US 
domestic products.”

Jesse is not the only one worried about the 
markets in 2011. Charles Hugh Smith, in his essay 
“One Investment Strategy for Q1 2011: Cash, 
Baby, All the Way” wrote:

“Why am I in cash? Because I don't trust the 
parallel rallies, and I am extremely skeptical of 

the various "stories" which are driving the 
rallies. Why am I skeptical? Because everybody 
and their sister has bought into the stories, and 
a one-sided trade is rarely the winning one... 
Does anyone actually believe the Euroland debt 
crisis is "resolved"? To believe the "global 
recovery" story, you have to believe the 
Eurozone debt crisis is all fine now, fixed, done, 
history. By all means, go ahead and risk your 
capital believing this story; I'll pass.”

Regarding expectations of rising commodity 
prices, Smith writes: “The basic premise here is 
sound, but the story really boils down to this: 
China can expand its money supply by 55% every 
few months forever, without consequences. If 
you believe that, you need to actually get some 
on-the-ground intelligence from China. My 
contacts on the ground are reporting the official 
5% inflation rate is an absurd joke--prices of 
some food items are doubling or even tripling.

Inside Chat:

Acobra expressed his concern that Phil 
may be too pessimistic, saying “Your 
assumptions are formed under the old math. 
Today we have found the ‘New Math’.”

New Math/Acobra – I don’t think of it as 
"pessimistic" – I’m just trying to be real at a 
time when no one else is.  I’ve put out dozens 
of bullish long-term plays this month because 
they are hedged and I’m confident we can get 
out with little damage if the market does 
drop.   We cover them with shorter-term 
bearish bets because, if the market drops, it 
is likely to drop hard and fast. If we make it 
past April without a drop,  then inflation will 
be firmly entrenched and we can begin to bet 
the farm on 20% annual market advances.
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“And so a funny thing happens on the way to 
the projections of skyrocketing commodity 
prices: inflation eats everyone alive below the 
top 5% in China and India. When people can't 
afford to eat the way they have become 
accustomed to due to skyrocketing prices, then 
they get rather testy and irritated at the Powers 
That Be, and massive civil unrest is the 
inevitable outcome.”

Looking ahead, we have a number of stocks 
that we think are worth keeping an eye on. First, 
an intriguing biotech idea from Pharmboy (for fun 
money, not food  money). Pharmboy writes:  "I 
think Trius Therapeuitcs (TSRX) has interesting 
potential. The company  went public in August 
2010 and the stock opened around $5. Trius works 
on  antibiotics and their flagship product, 
torezolid phosphate and is in Phase  III trials for 
the treatment of Gram-positive bacterial 
infections,  including complicated skin and skin 
structure infection (cSSSI). Acute  Bacterial Skin 
and Skin-structure Infection (ABSSSI) involve 
deeper tissue or require surgical intervention 
(e.g. cellulitis,  major cutaneous abscesses, and 
infected wounds) or are associated with 
a significant underlying disease (e.g., diabetes or 
systemic  immunosuppression) that complicates 
response to therapy. TSRX has no options, so I'm 
buying the stock in 1/4 entries as it bounces 
around $3.50."

We will also explore Sabrient’s top rated 
stocks to hold for 2011, looking for attractive 
entries and option strategies. Sabrient’s “Baker’s 
Dozen” stocks have done well since inception two 
years ago. For a sneak preview, click here. 

Going into the new year, we are hopeful that 
the global economic problems discussed here will 
be constructively resolved, while keeping our 
eyes wide open as to the very real possibility that 
they may become worse before getting better. 
However hopeful we may be, for now we are 
staying “cashy and cautious” until we get some 
clear indication from the markets as to whether 
or not the current valuations are a sustainable 
base for future growth.

Phil’s Stock World / Stock World Weekly 
wishes all of you a safe, happy and prosperous 
New Year.

Mish, of Global Economic Trend Analysis, 
compiled a list Ten Economic and Investment 
Themes for 2011 which includes important 
factors and his predictions, all worth watching as 
2011 progresses.   Regarding the last item, the 
dollar, he predicts it will strengthen -- and if the 
inverse relationship between the dollar and equity 
prices holds up, this may negatively effect stock 
prices.  

1. US Municipal Bankruptcies 

2. Sovereign Debt Crisis Hits Europe

3. Cutbacks in US Cities and States

4. Public Unions Under Intense Attack

5. China Overheats, Multiple Rate Hikes 
Coming

6. Property Bubble Bursts Wide Open in 
Australia and Canada

7. US Avoids Double Dip

8. The Year That Something Matters

9. Decoupling in Reverse

10. US Dollar to Strengthen

Mike "Mish" Shedlock: 

http://globaleconomicanalysis.blogspot.com
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Monday 3 Tuesday 4 Wednesday 5 Thursday 6 Friday 7

10:00 AM: ISM Mfg 
Index

8:55 AM: Redbook 8:15 AM: ADP 
Employment Report

8:30 AM: Jobless 
Claims

8:30 AM: Employment 
Situation

10:00 AM: 
Construction 

Spending

10:00 AM: Factory 
Orders

10:00 AM: ISM Non-
Mfg Index

10:30 AM: EIA Natural 
Gas Report

10:00 AM: Ben 
Bernanke Speaks

2:00 PM: FOMC 
Minutes

10:30 AM: EIA 
Petroleum Status 

Report

4:30 PM: Money 
Supply

3:00 PM: Consumer 
Credit

POMO DAY
($7Bn - $9Bn)

POMO DAY
($1Bn - $2Bn)

POMO DAY
($1.5Bn - $2.5Bn)

POMO DAY
($6Bn - $8Bn)

POMO DAY
($6Bn - $8Bn)

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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