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In a canvas tent, hastily set up on a vacant lot in the outskirts of
town, is an old-time gospel revival meeting overflowing with the
faithful. At the pulpit, bald head glistening under the hot lights, stands
the mighty Reverend Jim Cramer. His voice thunders as he preaches his
message of bullish salvation to weary investors huddled together
watching the show. A mocking tone creeps into his speech as he
discusses those heretics who don’t believe in his message of prosperity
and don’t show their faith by buying stocks based on momentum, with
little if any regard for fundamentals.
Cramer mustered up that old-time revival feeling on his Mad Money
show Wednesday on CNBC when he excitedly proclaimed “We got the
correction this morning, Dow fell 35 points… Today’s action was proof
positive that you need to stop worrying and learn to love corrections…
What scares me, and what should scare you, is that if you sell your
stocks here, you won’t be able to get back in. You should be worried
about stocks getting away from you, because I think we can be on the
verge of something big, something very positive. FORGET the fact that
stocks have run up a lot in the last 6 months. For more than 10 years,
this market has done nothing, THAT is the most important frame of
reference…”
Note the urgency of his message, the imperative behind this line of
thinking: you should be worried about stocks getting away from you.
Well, perhaps, if you believe it’s much more important to worry about
missing potential profits than it is to preserve actual capital. When
Cramer talks about those analysts who question the current bullish
premise, notice his exaggerated language and use of mockery and
juvenile sound effects more suited to some cheesy ‘morning zoo’ radio
show than a serious financial program.
It is exactly this kind of thinking, the desire to chase quick gains
with little concern for fundamental factors, that sets unsuspecting and
inexperienced investors up for serious losses. Worse, Cramer not only
derided those who question the bullish premise, he chided them for
their caution about “whatever the negative story du jour happens to
be... Maybe (skeptics) can’t see the positive story through the data
trees.”
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Regarding Cramer’s histrionic performance,
Phil exclaimed, “Not since Dorothy was told to
‘pay no attention to that man behind the curtain’
has more BS advice been given to rural America.”
Well, perhaps there was one other time that
such bad advice was given to the American
people. That would be back in early 2008, when
Cramer made some notable comments about Bear
Stearns. The Daily Show put together a revealing
segment on this topic featuring Cramer’s
memorable statements on different TV shows.
Appearing on January 24, 2008 on TheStreet.com
TV, Cramer said, “I'm asking people who are
watching this video to buy Bear Stearns. Now,
Bear Stearns acts much better than it should, now
that's just intuition, and I don't want to put too
much faith in intuition. But I have had good
intuition over 29 years of investing. And I just
think that this one has a very big upside and very
limited downside here.”
By March of 2008 it had become apparent that
Bear Stearns had some serious problems, but while
many investors were openly discussing their
worries about Bear Stearns, Cramer was on his
“Mad Money” show making a bullish case for the
beleaguered company. On March 6, 2008, he
bellowed “I believe in the Bear Franchise. You
know what? At 69 bucks, I'm not giving up on the
thing.” As Jon Stewart pointed out, two weeks
later Bear was trading at two dollars a share.
The key to pushing a sucker into a con is
simultaneously playing upon greed and fear. In this
case, the con being sold by Cramer is that there is
a shining city on a hill, representing financial
salvation for those who are willing to reach for it,
and that the last bus to get there is now leaving
the station and everyone had better hurry up to
get on it. When we take a moment to step back
and think about this argument, we quickly realize
that it doesn’t make any sense.
It’s the same argument that Cramer was selling
in early 2008. He’s not only ignoring how wrong he
was then, he’s also mocking anyone who questions
him now. Perhaps we’re being overly cautious, but
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we get concerned when we see comments from
TrimTabs’ Charles Biderman saying that he has “no
idea” who is actually buying equities, since as
Zero Hedge reports, “Small investors (so-called
retail investors) have been exiting the U.S. stock
market for 34 straight weeks, pulling almost $100
billion out of the market. They are voting with
their feet based on their situational awareness
that the game is rigged, and that the rigging
alone greatly increases the risks of another
meltdown.”

“

“I know this makes me seem like a
big stick in the mud but I am forced
to be the voice of reason when the
markets become unreasonable... I have said
this before, people love the cheerleaders,
they want affirmation of their buying
decisions...so they gravitate towards those
who tell them what they want to hear. It’s
human nature – and CNBC et al play off it to
get ratings. They don’t care if the advice is
good or bad – it makes the sponsors happy
and it makes the viewers happy. As 2008-9
has proven, there is no downside, no one
except me seems to remember what a
tragedy their last round of pompom waving
caused.” - Phil

According to Sam Antar of White Colar Fraud,
“Cramer’s infamous bullish call on Bear Sterns
illustrates an endemic problem in our capital
markets – analysts using superficial analysis to
make bullish calls on public companies
without sufficiently looking under the hood to
consider the quality of earnings and other
financial disclosures.”
If we’re going to invest in a bull market based
on fundamentals, then we want to be able to see
and understand the underlying facts supporting
the bullish argument. If we are going to invest in a
bull market based on technical reasons, then we
want to see our technical breakout levels broken
by all the indexes we track.
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Manipulated Monday - New Year Starts with a
Bang
2011 started off with a bang. The markets
rallied with the Dow up 0.8% to 11,670, the S&P
up 1.12% to 1,272 and the Nas up 1.46% to
2,692. Bank of America was up 6% for the day
after announcing a $3Bn settlement with Fannie
Mae and Freddie Mac regarding mortgages sold
by the former Countrywide Financial (taken over
by Bank of America).
While the stock market celebrated the deal,
others were more critical. California
Representative Maxine Waters wrote, “This
settlement may have been both premature and
a giveaway,”... The deal, announced yesterday
by the Charlotte, North Carolina-based lender,
may “amount to a backdoor bailout that props
up the bank at the expense of
taxpayers.” (Bloomberg.)
Financial writers also questioned the deal.
Stephen Grocer wrote: “A back door bailout for
BofA? That’s one accusation being leveled at
BofA’s settlement with Fannie and Freddie.
BofA agreed to pay Fannie Mae and Freddie Mac

almost $3 billion to cover bad mortgages the
government agencies purchased from the bank’s
Countrywide Financial mortgage unit.” Colin
Barr points out that Freddie was only able to get
a $1.28 billion payment out of BofA in exchange
for relinquishing fraud claims on $117 billion
worth of outstanding loans. “The very best its
million-dollar executives can do is claw back a
penny on each bubbly subprime dollar? That
seems pretty weak...” (Did the Government
Give BofA a Back Door Bailout? WSJ's Deal
Journal blog).
Upgrades of Boeing and Alcoa also helped to
boost the markets. Concerted Monday Morning
manipulation? Phil observed, “On days like
today, all the real money is made pre-market
and the rest of the day the market essentially
flat-lines. That means people pump up the
markets when no one else is trading, then they
sell at the pumped-up highs and get out and
reload – probably using Ben’s next round of
cash.”
Speaking of Ben’s cash, $7.79Bn
worth of Treasuries were purchased
b y t h e F e d e r a l Re s e r v e d u r i n g
Monday’s Permanent Open Market
Operations (POMO). As we have been
discussing, the Fed’s program of
quantitative easing is facilitated by
POMO and Monday was the first of
five straight POMO days.
Phil’s article for the day focused on
the manipulations occurring in this
market, such as the Fed’s POMO
operations that are dumping tens of
billions of Dollars into the U.S.
economy via the Primary Dealers (big
banks such as Goldman Sachs and JP
M o r g a n ) e v e r y w e e k . We h a v e
suggested that this money isn’t
flowing right into the economy but
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rather into the equity and commodity markets.
Late Monday evening, Phil contemplated the
actions in futures markets (chart on previous
page):
“People trading in thin markets and futures
on low volume take it up 200 points BUT, during
the day, they sell and that means ZERO progress
is made.
“Like any good Ponzi scheme (named after
Charles Ponzi, picture below), you can win by
joining in because it doesn’t matter HOW the
market goes up, as long as it goes up. But, the
number of people who will be able to win is
limited. It’s VERY IMPORTANT that you get out
before a sizable amount of people realize it’s a
scam and try to get out as well, at which point
it quickly becomes evident that there are
nowhere near enough buyers to support the
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redemptions, and prices begin to drop very
quickly. As long as you are aware of this, and
stay out of bullish positions that can trap you in
a downturn, then there’s no reason not to play
along until this house of cards begins to
collapse...but then, get out quickly and don’t
look back!”
News came out on Monday that Goldman
Sachs invested $450 million in Facebook and it
announced plans to create a “special purpose
vehicle for its clients.” Goldman hopes to offer
clients up to $1.5Bn in Facebook Inc. equity. Its
plans are attracting scrutiny from the Securities
and Exchange Commission (SEC) due to concerns
that it is attempting to circumvent SEC rules
regarding the maximum number of investors in a
privately held company.
Popular bloggers are skeptical too. Jr. Deputy
writes, “How on Earth would one go about
frontrunning Facebook? I guess we're about to
find out. The SEC is apparently investigating
this new trend, wondering why on Earth the
Facebooks and Twitters of the world wouldn't
want to go Pets.com and just take it public
already. Gee, if they need an investigation to
figure that out I question the caliber of genius
they have working there.” (Facebook Sells Its
Soul to Satan er Goldman Sachs, JDA)
William D. Cohan writes, after conceding that
Goldman Sachs can indeed make money off of
Facebook at inflated prices, “With Goldman’s
investment in Facebook, we have a front-row
seat to the process by which Wall Street creates
and inflates financial bubbles. This bout of
hysteria involves not only Facebook but other
Internet companies including Twitter, the
gaming site Zynga, the social buying site
Groupon and LinkedIn, another social
networking site. The valuation of these
companies has soared in the past two years,
leading some to worry that the American people
bailed out Wall Street so that we could relive
the Internet Bubble of 1999.”
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Tuesday’s Economic Temperature - Too Hot or
Just Right?
Tuesday was a mixed day in the markets,
with the Dow up 0.18% to 11,691, while the S&P
was down 0.14% to 1,270 and the Nas was down
0.38% to 2,681. The November Factory Orders
report came in at 0.7% versus a consensus
estimate of 0.1% and U.S. automakers reported
that auto sales were up 11% from last year.
Tuesday’s article discussed the possible
outcomes for the economy over the next year,
including a “too hot,” “too cold” and “just right
(aka ‘Goldilocks’)” scenario. Some key
components of each scenario include inflation,
unemployment, commodity prices and the
Dollar. While talking about possible pitfalls
facing each potential outcome, Phil wrote, “The
biggest danger to the Goldilocks scenario for
the investing class is that pesky dollar, which
has been holding up surprisingly well, no matter
how many of them Bernanke creates out of thin
air. Printing money is supposed to raise
commodity prices and that part is working as
we’ve got TREMENDOUS rises in commodity
inflation. Forget crude’s little 14.1% run in 2010
or heating oil’s 19% gains – it’s the little things
that meant a lot in 2010 like Cotton’s 91.5%
increase, a 75.4% rise in the price of coffee
with corn, lumber, wheat and oats up in the 50%
range as well. By comparison, copper and gold
are fairly tame in their 30% runs.”
Tuesday was notable for a correction in
commodity prices, although not much of a loss
compared to recent gains. The chart on this
page shows the prices of copper, cotton, sugar
and soybeans over the last three months. Rising
commodity prices are sparking inflationary
pressures worldwide.
In China, price inflation has become a
serious problem. China Daily reported that the
Chinese character “Zhang,” meaning “price
increases” was voted “Character of the Year” in
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an online poll conducted by Tianya.cn, a popular
online forum in China. Anger over rapidly rising
prices, particularly for food items, is growing
a m o n g C h i n a ’s p o p u l a c e . A s “ q q q 9 1 5 ”
commented while casting a vote for Character
of the Year, “Prices for everything are rising so
much that I am panicking.”
Pharmboy wrote, "A Little Review and a New
One for You" on Tuesday morning: "Up for today
is Opexa Therapeutics (OPXA). OPXA is a
publicly traded biotechnology company
dedicated to the development of patientspecific cellular therapies for the treatment of
autoimmune diseases. The company’s leading
product candidate, Tovaxin (under license from
Baylor College of Medicine), has the potential
to address the significant unmet medical needs
of the large multiple sclerosis (MS) patient
population... I recommend buying some stock
here for any brief run up and continuing to
accumulate on the dips."
OXPA jumped overnight from $1.56 at
Tuesday’s close up to $2.63 at Wednesday’s
open. We can't guarantee results will always be
this great, this fast, but wins like this are
always welcome. Kudos to Pharmboy for
scouting this trade idea out!
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Will We Hold It Wednesday?
The ADP December 2010 National Employment
Report was released Wednesday morning, and the
numbers reported were incredibly strong, showing
297,000 jobs gained in December. This was about
3x more than what was expected and over 3x
November’s gain of 92,000 jobs. Phil commented
“This is the highest number in the history of the
report and, if this number is confirmed in Friday’s
non-Farm payroll report, then the markets will
have no excuse not to fly up through levels that
will even get me to give up expectations for a
correction.”
The markets powered up on the ADP
employment report. The Dow was up 0.27% to
11,723, the S&P went up 0.5% to 1,277 and the
Nas was up 0.78% to 2,702. Financial stocks led
the market on Wednesday, as Dave Kansas of the
Wall Street Journal observed, “The KBW bank
index is up almost 1%, about twice the move by
the Dow Jones Industrial Average. Among big
names, J.P. Morgan, Wells Fargo, Bank of America
and Citigroup are all up more than 1%.”
Sounds like everything is great, right? So what
are we to make of facts indicating otherwise? For
example, there are nearly twice as many
Americans on food stamps today than there were
just four years ago. And what about the U.S. labor
participation rate, which has dropped from 67.3%
of the population in January 2000 all the way
down to 64.3% in December 2010. If the economy

is really improving, then why aren’t these
measures improving?
Commodity prices largely recovered from
Tuesday’s losses. When asked about commodities
in Member’s Chat, Phil replied, “My premise is
we’re at the ceiling for commodities. What I’m
hearing from India and China is that the 3Bn
consumers over there are out of money. They
physically CANNOT buy any more food or fuel. So
any growth in price has to come from the 800
million consumers in the US and Europe.” If gas
were to go up .50, then consumption in Asia would
drop in response. We’re assuming approximately
20%. This means that the US and Europe would
need to increase consumption by about 10% at the
higher price to provide enough demand to support
the higher price.
“I feel much more comfortable on
the short side of these plays and
there is NO WAY I would back
commodities higher until the world
governments have time to print at
least another $2Tn (about 6 months).
CNBC is doing a "Hot Commodities"
special – there’s a sign of a top! I
still remember their housing specials
at the top of that bubble…” (Phil)
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Thrilling Thursday - Comedy or Tragedy?
Thursday was a mixed day for the markets,
with the Dow down 0.24% to 11,695, the S&P down
0.22% to 1,274 and the Nas up 0.28% to 2,710.
After watching and waiting for the Russell 2000 to
confirm our breakout levels, we wondered what
would push the RUT over our target level of 800.
The Dollar rallied on Thursday, and was up for the
week from Monday’s low of 79 to Friday’s closing
high of 81. Seeing the Dow react to the Dollar
popping on Thursday was certainly not unexpected
given the well established pattern of “when the
Dollar pops, the markets drop.”
The continuing European debt crisis again
affected global markets. Portugal had a 10-year
debt auction that ended up yielding over 7%.
Perhaps it is coincidence, but the European
Commission released a “consultation paper”
regarding details on structuring a crisis
management framework for the European financial
sector. This paper discusses various tools to be used
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for “resolving” financial crises, including “Fair
burden sharing by means of financing mechanisms
which avoid use of taxpayer funds. This might
include possible mechanisms to write down
appropriate classes of the debt of a failing bank
to ensure that its creditors bear losses. Any such
proposals would not apply to existing bank debt
cu rrently in issu e. . . I n part icu lar t h e
Consultation seeks views on how a mechanism
for debt write down (or 'bail-in') might be best
achieved, and on the feasibility of merging
deposit guarantee funds with resolution funds.”
Terms like “Fair burden sharing” and “creditors
bear losses” are the kind of phrases that investors
in bonds usually don’t like to hear, and we suspect
that the resulting reluctance to invest in bonds
helped to push up the yields on Thursday’s auction
of Portuguese debt.
December retail sales were announced on
Thursday. The numbers were reasonably good but
not exceptional. Wall Street Strategies analyst
Brian Sozzi said: “Though some air was let out of
the S&P Retail Index balloon in December, the fact
is a happy, happy holiday season was priced into
stock valuations; we received a happy holiday
season, minus the extra ‘happy’... Question is do
investors buy the dip? At the moment, I say no.
Sentiment on the sector is souring (downgrades
pouring in on top 2010 picks; many buy rated
stocks beyond mean price targets), and I see that
being the case until we get on the fourth quarter
earnings calls...”
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Fickle Friday’s Jobs Report
Friday was a down day for the markets. The Dow
was down 0.19% to 11,675 while the S&P was down
0.18% to 1,272 and the Nasdaq was down 0.25% to
2,703. The Bureau of Labor Statistics released its
nonfarm payroll employment numbers, showing the
unemployment rate fell by 0.4 percent to 9.4% in
December, and nonfarm payroll employment
increased by 103,000 versus the consensus estimated
increase of 160,000 jobs.
The unemployment numbers were widely
interpreted as being disappointing. For example,
Mish reported in BLS Job Report: December Nonfarm
Payrolls +103,000, November Revision +32,000,

“

“The Mainstream Media is spinning off
the headline 9.4% unemployment
number as millions of workers have
been ‘adjusted’ off the workforce. How much
BS is this? Looking at Table B – In Dec 2009,
t h e re w a s a ‘ C i v i l i a n N o n i n s t i t u t i o n a l
P op ul a tion ’ of 2 3 6 , 9 2 4 , 0 0 0 . Of th e se ,
153,172,000 were considered the ‘Civilian Labor
Force’ while the other 83,752,000 adult citizens
apparently just don’t want jobs. Of the people
who do want jobs, 15,212,000 were considered
to be unemployed, that’s 15.2/153.2 = 9.9%
Unemployed last December.
“By December 2010, 2M citizens were added
to the ‘Civilian Noninstitutional Population’
which grew to 238,889,000. AMAZINGLY, ONLY
520,000 of these 2M new "Civilians" wanted to
work, and the ‘Civilian Labor Force’ only grew
to 153,690,000. That very fuzzy math allowed
the government to subtract the 139,206,000
people who have jobs (part-time, minimum
wage counts!) and come up with ‘just’
14,485,000 Unemployed workers. Isn’t math
fun? That brings the total number of
Unemployed people down to just 9.4% vs. the
11.4% figure we should have had if the
Government had admitted that the 1,445,000
people they dropped from the statistics actually
existed.” - Phil
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October Revision +38,000; Workforce DROPS by
260,000:
“A better way of looking at things is via the
revisions. We had a better than expected seasonal
ramp of jobs in October followed by subpar job
growth in November (even after the revisions), and
subpar growth in December as well.

“This

is along the lines that I have suggested
several times: limited hiring following seasonal
retail hiring. The reported unemployment rate fell
a substantial .4% to 9.4%. However, much of that
that gain is a statistical mirage. The BLS reports a
whopping 260,000 people dropped out of the work
force. As a result the participation rate fell to a
new low of 64.3%...

“[If] you start counting all the people that want
a job but gave up, all the people with part-time
jobs that want a full-time job, all the people who
dropped off the unemployment rolls because their
unemployment benefits ran out, etc., you get a
closer picture of what the unemployment rate is.
That number is in the last row labeled U-6.
“While the "official" unemployment rate is an
unacceptable 9.4%, U-6 is much higher at 16.7%.
Moreover, both the official rate and U-6 would be
much higher were it not for huge numbers of people
dropping out of the workforce.”
In other news, the Massachusetts Supreme Court
ruled two foreclosures invalid because Wells Fargo
and US Bancorp could not prove they owned the
mortgages. Banking stocks dropped as investors
worried about this precedent spreading to other
states.
Phil reviewed some of his recent trade ideas,
including a bear put spread on FCX, a put on USO,
going long on TBT and some others as well. Some of
them have already achieved 100% gains. You can
read these trade ideas in detail by clicking here.
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The Week Ahead
The disappointing employment numbers
released on Friday support our thesis that the
current recovery is fragile at best. Achieving
substantial growth in U.S. employment is proving to
be a difficult challenge. The United States accounts
for more than half of the jobs shed among the 31
most developed economies in the world since 2007.
While 17 million jobs have been lost in all 31
economies combined, 10 million of those were lost
in the U.S. alone.
Poor unemployment numbers give the Federal
Reserve no reason to end quantitative easing
anytime soon. Hints have already been dropped
that there could be a third round of quantitative
easing after quantitative easing round two (QE2)
winds down at the end of the second quarter of this
year.
While it is generally agreed that quantitative
easing is inflationary and naturally erodes the value
of the Dollar, there are other forces at work in the
markets. For example, if investors decide that the
Euro is looking less attractive, then they are likely
to move their investments into Dollar-denominated
accounts. This would tend to push the Dollar up,
even in the face of inflationary pressures created
by the Federal Reserve and QE2.
As shown in the charts on this page, the Euro
has lost about 7% of its value since November,
while the Dollar has gone up about the same

amount. The continuing European debt crisis is the
major factor affecting the Euro. Investors remain
wary as the situation could quickly get much
worse.
Mish Shedlock reported on the current state of
European debt in the article: Portuguese, Spanish
Bonds Smacked on Sovereign Debt Financing
Concerns; Euro Flirts with December and MidSeptember Lows:
“Portuguese and Spanish 10-year bonds are
getting smacked hard as refinancing needs mount.
Greek yields are at all-time highs and a milder (for
now) selloff continues on Belgian and Italian bonds
as well. A flight to safety on German bonds is again
in play, with German 10-year yields dropping
slightly. The Euro once again flirts with December
and Mid-September lows.
“The extra yield investors demand to hold
Portuguese securities rather than benchmark
German bunds widened to the most in a month as
the IGCP debt office announced the sale of 2014
and 2020 debt, scheduled for Jan. 12. Belgian
bonds tumbled after the nation’s political leaders
failed to restart seven- party negotiations to form
a government. German bunds rose.
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“David Schnautz, a fixed-income strategist at
Commerzbank AG in London, said he had heard
speculation about the Portuguese sale before it
was announced. ‘The underlying story behind this
slide in Portuguese government bonds is supplyrelated... Next week we will keep on running at
full steam in the primary market with supply from
Spain and Italy,’ he said.”
Yields on Portuguese, Spanish and Belgian
bonds are all climbing as a result of investor
concerns over the security and potential
performance of bonds. Add to that the inevitable
reluctance of investors to participate in markets
when they see items such as the European
Commission’s release of a paper regarding “crisis
management frameworks” involving “fair burden
sharing by means of financing mechanisms which
avoid use of taxpayer funds. This might include
possible mechanisms to write down appropriate
classes of the debt of a failing bank to ensure that
its creditors bear losses.”
News like this is bound to give investors pause
when considering buying European debt. How about
moving into the Yen? News about Japan’s current
financial situation is also discouraging. Japan’s
Chief Cabinet Secretary Yoshito Sengoku told
reporters that the country’s fiscal situation is
“approaching the edge of a cliff.” Japan’s public
debt is expected to exceed 200% of GDP this year.
Its public debt is among the highest in the world.

We e k o f J a n u a r y 9 , 2 0 1 1
Troubles in other countries are U.S. Dollar
friendly, increasing the odds of a substantial Dollar
rally. As we have repeatedly noted, “When the
Dollar pops, the markets drop.” We suspect a Dollar
rally would be bad for the US equity markets.
A rally in the Dollar would also give a green
light to the Fed, should it decide to continue its
program of quantitative easing into the third
quarter of the year.
We have this week’s newsletter trade ideas
from Pharmboy, who writes: “I first wrote about
CERS back in June 2010, making note of its
INTERCEPT Blood System – which is designed to
inactivate blood-borne pathogens in donated blood
components intended for transfusion. M. Shulman
on SeekingAlpha wrote an interesting in-depth
write-up of the company and I still agree with him
that CERS has a huge upside potential. I like buying
a 1/2 stock position and selling the May 11 $2.50
puts to boost the return. Otherwise the stock will
be put to you at an average of about $2.50 and this
would make for a nice long term hold in any
portfolio.
“In 2010, the healthcare industry lagged the
greater market. Merck is a part of that sector, and
the stock finished where it began (about $37). With
a strong pipeline and a few years left on its
blockbuster Singulair, Merck is looking better as a
cash flow and dividend player. Buying MRK here
and selling the Jan13 $40 Calls and $35 Puts for net
$8. With an above average pipeline, a lower P/E
compared to its peers, an earnings yield of 8.5%,
dividend yield over 4%, and its free cash flow yield
north of 7%, Merck makes for a compelling
investment. I like selling the higher priced calls,
which gives us time for the stock to run a few
dollars.”
We continue to watch our indexes, in particular
our Breakout 2 levels, for confirmation of this rally.
Until we have this confirmation, we remain mostly
in cash, so that we can be ready to take advantage
of investing opportunities once the market gives us
a better idea of where it wants to go.
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Phil Discusses his Investing Philosophy
Inside Chat:
Exec asked Phil: “I am so confused by
this market. Just about everyone I know
and everything you hear or read is
predicting the rally to continue. Isn’t there
an old saying like "everyone is always
wrong" and "the market loves to climb a
wall of fear?”
Confusion/Exec – Well I imagine that
confusion is normal when the markets are
confusing, right?
I’m measuring the
numbers but that doesn’t mean things can’t
continue to be crazy. I think it’s also bad to
cling to "everyone is always wrong" – as I
said a couple of weeks ago, Lincoln had it
right and you CAN fool ALL off the people
SOME of the time as well as SOME of the
people ALL of the time – the only thing you
can’t do is fool ALL of the people ALL of the
time. So the question for us (assuming we
are not fools and pretty much everyone else
is) is how long can "ALL" of the people be
fooled for?
Also, you need to consider that it is
possible that WE are missing the bigger
picture. It’s possible that the amount of
free money being injected into the system
is enough to overcome all the negatives
that exist out there. It’s possible that the
reason EVERYONE is betting on the markets
going up is because what they see on the
surface is what’s real. If the NY Jets are
matched up against my daughter’s football
team and EVERYONE is betting on the Jets
to win – it’s not necessarily a good idea to
take the opposite side of that bet, is it?

P h i l ’ s S t o c k W o r l d 	


To be bearish at the moment is to bet
against a $100Bn per month advantage on
the part of the bulls, given to them by the
Fed and, starting Friday, against another
$9Bn per week handed out through tax cuts
although the vast majority of that money is
already part of the existing tax cuts.
There’s my real bearish bet – that the boost
we got from the QE2 may have been
correctly measured to S&P 1,200 but the
bonus 50 points we got from the tax cut
extension was granted under the premise
that the expiration of the tax cuts were
baked into the market price and that the
extension was a "new" factor that would
improve the economy and raise market
values.
Meanwhile, where is the "wall of worry?"
I love the platitudes like the market climbs
a wall of worry but how does a VIX that is
off 20% while the market climbs 20%
considered climbing a wall of worry?
A
little worry would make me feel MUCH
better about the rally. It’s good that you’re
scared of the optimism in much the same
w a y t h a t i t ’s g o o d t o k e e p a f i r e
extinguisher near a fire pit you make in the
woods – you probably won’t need it but, if
you do, you’re pretty screwed if you don’t
have it….
Here’s my attitude on the MACRO,
LONG-TERM scale:
I am going to be investing for 30 years.
(Continued on next page)
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I am going to try to make 20% every
year. If I succeed in that I will raise my
portfolio by 2,400%.

that he not only hit a lot of home runs but
he also had the 7th highest lifetime batting
average (.342) of all time.

If I am overly cautious in a year the
market goes up 40% and only make 20%, it
will not be a big deal as I will be no more
than 20% behind the market, even if it goes
up an average of 20% every year.

So I do try to be Babe Ruth in truth, I
like my big winners and it’s fun to sacrifice
a little average swinging for the fences. But
Ty Cobb was right to scorn the home run
hitters as even Cobb’s .367 vs Ruth’s .342
would have made him 100% richer over a
40-year career in investing (try 36.7% vs
34.2% in the calculator). Think about that –
is the thrill of the occasional home run
really worth giving up 21 points of average
or 2.1% of average portfolio gains? The
numbers don’t lie, that is incremental
money that has a MASSIVE compounding
effect over time – only when we’re young
and foolish do we think it’s OK to gamble
with our futures…

If I am overly optimistic and lose 20%
along with the market then I lose 2 years of
gains (this one and the one it takes me to
get even) and that costs me 700% longterm! (change 30 years to 28 years in the
calculator and see what happens).
Therefore, the cost of NOT being
cautious enough is 35 TIMES what the cost
of being too cautious is.
There is a reason that most of the longterm investing stars you read about are in
the cautious camp. Slow and steady does
indeed win the race. In 1980 the S&P was
100 and while you may THINK that missing
out on the .com boom and missing out on
the current boom would make it impossible
to keep up with the markets, inflation and
whatever – the fact is that $100 invested in
1980 and compounded at 20% for 30 years is
23,737.63 or S&P 23,737 – that is 18.5 TIMES
better than the 1,155 gain the S&P actually
had.
The annual compounded return that
took the S&P from 100 to 1,255 over the
past 30 years is 8.5% – a figure we’ve all
heard before. Your job is to do just a little
better than 8.5%. I often say I would rather
be Ty Cobb than Babe Ruth but then I point
out that the reason Babe Ruth was great is
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The hardest thing I have to teach people
here is to learn to love the boredom. You
all know it drives me nuts when people
have locked in 20-30% gains on buy/writes
and want to convert them into riskier
trades. Those 20-30% gains should be the
bedrock of your portfolio and AFTER they
are performing well and looking so safe you
can’t stand to look at the "dead" money
anymore – THEN it’s OK to take a few hard
swings at the ball because you have those
sure-thing gains to fall back on.
So consider what I’ve said and keep the
BIG PICTURE in mind – be proud to be the
tortoise and let the hares have their fun –
in the history of the market, they have
NEVER won any race that was measured
over more than 10 years.
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Next Week’s Economic Calendar
Monday 10

Tuesday 11

Wednesday 12

Thursday 13

Friday 14

11:30 AM: 3-Month
Bill Auction

7:45 AM: ICSCGoldman Store Sales

8:30 AM: Import and
Export Prices

8:30 AM:
International Trade

8:30 AM: Consumer
Price Index

11:30 AM: 6-Month
Bill Auction

8:55 AM: Redbook

10:30 AM: EIA
Petroleum Status
Report

8:30 AM: Producer
Price Index

8:30 AM: Retail Sales

10:00 AM: Wholesale
Trade

2:00 PM: Beige Book

8:30 AM: Jobless
Claims

9:15 AM: Industrial
Production

POMO DAY
($7Bn - $9Bn)

2:00 PM: Release of
new POMO schedule

No POMO info as of
1/9/11

No POMO info as of
1/9/11

POMO DAY
($7Bn - $9Bn)

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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