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Spending and Growth: 
How This Presidential Election Season 

Will Affect Your High-Yield Portfolio
Bryan Perry

Editor, Cash Machine



What’s the Beige Book,
and Why Is It Important?

• The Beige Book (aka the Summary of Commentary on Current 
Economic Conditions) is published by the U.S. Federal Reserve 
Board eight times a year. The report is published before the 
Federal Open Market Committee meetings. 

• Each report is a compilation of "anecdotal information on current 
economic conditions" by each Federal Reserve Bank in its district 
from “bank and branch directors and interviews with key 
business contacts, economists, market experts and others."



“My Name Is Ben Bernanke,
and I’ve Got Your Back”

According to the Fed …
• The economy expanded at a modest to moderate pace in March, 

and manufacturing expanded in most districts. 
• Reports on retail spending are positive, but manufacturers are 

concerned about the rising price of petroleum. 
• The near-term outlook for household spending is encouraging, and 

residential real estate is showing some improvement.
• In most districts, credit quality is improving. Hiring is steady or 

showing modest gains.
• Rising gas prices could inhibit consumers, but most districts saw 

modest gains in demands for loans.
The Fed Chair is telling investors to “go ahead and take some risk.”



Who Backs the Fed?

• Participate consistently in open-market operations to carry out U.S. 
monetary policy pursuant to the direction of the Federal Open 
Market Committee (FOMC).

• Provide the New York Fed's trading desk with market information 
and analysis for formulating and implementing monetary policy. 

Primary dealers serve as trading counterparties of the New 
York Fed in its implementation of monetary policy. This role 
includes the obligations to: 

Primary dealers also are required to participate in all auctions 
of U.S. government debt and to make reasonable markets for 
the New York Fed when it transacts on behalf of its foreign 
official account-holders.



The Players Who Back the Fed

• Bank of Nova Scotia, New York 
Agency

• BMO Capital Markets Corp.
• BNP Paribas Securities Corp.
• Barclays Capital Inc.
• Cantor Fitzgerald & Co.
• Citigroup Global Markets Inc.
• Credit Suisse Securities (USA) LLC
• Daiwa Capital Markets America Inc.
• Deutsche Bank Securities Inc.
• Goldman, Sachs & Co.
• HSBC Securities (USA) Inc.

• Jefferies & Company Inc.
• J.P. Morgan Securities LLC
• Merrill Lynch, Pierce, Fenner and 

Smith Inc.
• Mizuho Securities USA Inc.
• Morgan Stanley and Co. LLC
• Nomura Securities International Inc.
• RBC Capital Markets LLC
• RBS Securities Inc.
• SG Americas Securities LLC
• UBS Securities LLC



Current Inflation Rate

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Ave

2012 2.93% 2.87% 2.65% NA NA NA NA NA NA NA NA NA NA

2011 1.63% 2.11% 2.68% 3.16% 3.57% 3.56% 3.63% 3.77% 3.87% 3.53% 3.39% 2.96% 3.16%

2010 2.63% 2.14% 2.31% 2.24% 2.02% 1.05% 1.24% 1.15% 1.14% 1.17% 1.14% 1.50% 1.64%

2009 0.03% 0.24% -0.38% -0.74% -1.28% -1.43% -2.10% -1.48% -1.29% -0.18% 1.84% 2.72% -0.34%

2008 4.28% 4.03% 3.98% 3.94% 4.18% 5.02% 5.60% 5.37% 4.94% 3.66% 1.07% 0.09% 3.85%

2007 2.08% 2.42% 2.78% 2.57% 2.69% 2.69% 2.36% 1.97% 2.76% 3.54% 4.31% 4.08% 2.85%





2011 Tax Rates, Brackets and Income Thresholds (Federal)



What to Expect With Taxes
• Since 2008, President Obama has said he wants to make the tax cuts permanent for 

most Americans. Exception: He wants to let the top two tax rates (33% and 35%) 
revert to their pre-2001 levels (36% and 39.6%). Most folks in the top two brackets 
still would benefit from the continuation of the 10%, 15%, 25% and 28% rates on the 
portion of their income subject to the lower brackets.

• The president would raise the long-term capital gains -- now 15% -- to 20% on people 
making more than $200,000 ($250,000 if married filing jointly).

• In his 2013 budget, Obama calls for dividends to be taxed as ordinary income for 
upper-income households. That would happen anyway without Congressional action. 

• Obama opposes eliminating the estate tax, but he has pushed to keep it at a more 
generous level than would be under current law, where it would revert to a $1 million 
exemption level and a top rate of 55%. Obama would like to raise the exemption level 
to $5 million and lower the top rate to 35%.

• If Congress embarks on reforming the tax code, Obama is proposing that the Buffett 
Rule should replace the Alternative Minimum Tax (AMT) entirely. 

• The net impact on taxable income on income-paying assets is between 5% and 10%.



Anti-Tax Sector #1: 
Municipal Bonds

• Low long-term interest rates

• Fed policy has short-term rates on hold 

• 2% GDP growth outlook for 2012 

• States lead austere fiscal policy

• Intermediate-term diversified investment-grade tax-free 
municipal bonds within ETFs



My Top Picks: NIO and LEO

• Nuveen Insured Municipal Opportunity Fund (NIO), 
5.69% Yield

• Dreyfus Strategic Municipals (LEO), 6.04% Yield 









Anti-Tax Sector #2: 
Master Limited Partnerships (MLPs)

• Unlike a corporation, a master limited partnership is considered to be the aggregate 
of its partners rather than a separate entity. MLPs combine the tax advantages of a 
partnership with the liquidity of a publicly traded stock.

• MLPs aren’t subject to corporate income taxes. Instead, an MLP owner is personally 
responsible for paying taxes on his or her portions of the MLP’s income, gains, losses 
and deductions. The “double taxation” generally applied to corporations is eliminated.

• A unitholder’s initial tax basis in MLP units generally is the amount he or she pays for 
the units. The basis then is decreased with each distribution and allocation for losses 
or deductions, and it’s increased for each allocation of income. 

• MLPs must mail a Schedule K-1 to unitholders every year to report the unitholder’s 
allocated income, gain, loss, deduction and credits. If the unitholder’s taxable 
partnership income for the year is negative, it’s considered a passive loss under the 
tax code and may not be used only to offset future income from the same MLP.

• Because master limited partnerships aren’t subject to income tax, more cash is 
available for distributions than would be available had the company incorporated. 

• The MLP structure is not being contested by the Obama administration or Congress. 



My Top 10 MLP Picks

• Chesapeake Granite Wash Trust (CHKR), Yield 12.20%
• SandRidge Mississippian Trust (SDT), Yield 10.74%
• SandRidge Permian Trust (PER), Yield 11.17%
• CVR Partners L.P. (UAN), Yield 9.62%
• Cheniere Energy Partners L.P. (CQP), Yield 6.73%
• Niska Gas Storage Partners LLC (RNF), Yield 10.51%
• ETRACS 2X Long Alerian MLP Infrastruc Index (MLPL), Yield 11.27%
• Navios Maritime Partners LP (NMM), Yield 11.98%

















The European Debt Crisis

• Germany, Europe’s biggest economy, will dictate what happens. Germany 
faces growing resistance from traditional allies to its anti-crisis prescriptions 
(firewall; ECB loans) to stop the turmoil from threatening Spain and Italy.

• German Chancellor Angela Merkel said balanced budgets are the best 
answer to the debt crisis, rebuffing French Socialist presidential candidate 
Francois Hollande’s campaign pledge to reverse Europe’s austerity drive. 

• The prevailing view of the ECB is that if Hollande wants to increase 
government spending, he’ll lose the confidence of the financial markets. 

• Merkel and her ruling party stood firm on German-led remedies, including 
the debt-cutting fiscal pact signed last month by all 17 euro-area leaders.

• Austerity hurts all the way around, but in the long run, cutting bloated 
budgets will invite investment back into Europe as debt ratings improve.





When Is Europe a Buy?
• On Feb. 27, 2012, Warren Buffett – the most successful investor ever –

announced that he had put 175 million euros into each of eight European 
stocks on behalf of Berkshire Hathaway. He didn’t reveal the stock names. 
But we know he likes to focus on five key industries: insurance, retailing, 
household care, capital goods and automotive. 

• I’m purely speculating on some of the names he may have bought: AXA, 
Hennes & Mauritz, Unilever, Volkswagen, Daimler, ABB, Nestle, Siemens, 
Danone, Tesco, Sanofi-Aventis, Swiss Re, Munich Re, Swatch Group, 
Burberry, Shire PLC and Novo Nordisk. 

• Corporate balance sheets of many leading European blue-chip companies 
are pristine, but their shares are being affected by the debt crisis. A few new 
bottom-fishing ETFs have launched: Market Vectors International High 
Yield Bond ETF (IHY) and iShares Global High Yield Corporate Bond 
Fund (GHYG).



Emerging Markets 

• China’s soft landing isn’t getting much love after posting seond-quarter GDP 
growth of 7.6%. It’s an “election” year for the ruling communist party, and there’s 
no recession in sight. 

• On July 17, the IMF said it expects global economic output to decrease to 3.0% 
in 2012. Its January projection was a slightly higher growth rate of 3.3%.

• The outlook for the global economy has softened as there are still major 
concerns. The IMF’s forecast for U.S. economic growth this year was revised 
downward as well and the European economy has entered recession levels.

• The outlook for growth in developing nations is relatively robust. Emerging and 
developing economies are expected to grow 5.7% this year, compared with 
growth of 1.4% for advanced economies.

• The IMF said some developing economies could offset declining global demand 
by boosting domestic consumption, but over-stimulating economic activity must 
be avoided. In advanced economies, the IMF said public deficits should be 
reduced at a reasonable rate so as not to hinder the economic recovery. 



What’s Wrong With Brazil?
• Brazil is part of the BRIC (Brazil, Russia, India, China) fortress. It boasts the world’s 

seventh-largest economy, a consumption-oriented middle class and a treasure trove 
of natural resources. The 2014 World FIFA Soccer Tournament and 2016 Summer 
Olympic Games there promise huge tourism and infrastructure projects.

• The easy argument identifies the slowdown in Europe and the tightening of 
fiscal/monetary policy in Brazil’s most important trading partner, China.

• Extraordinary foreign investment in recent years may have created unintended 
consequences, with too-strong currency leading to weaker competitiveness. 

• Brazil government bonds maturing in 2020 yield 10%, but an investor has to pony up 
$100,000 to $250,000 to purchase the minimum at various brokers. Inflation is the 
perceived threat, but the government actually eased rates in Q1 2012. 

• If a Brazilian government bond fund ETF came to market, I’d be all over it. 
Meanwhile, check out the T. Rowe Price Emerging Markets Bond Fund (PREMX), 
yield 6.60%. Top holdings are Russia, Brazil and Mexico. 

• Cash Machine has taken a different route, investing in the Aberdeen Chile Fund 
(CH), yield 10.66%, which provides the model economic model for Latin America and 
offers emerging market benefits of being a big exporter of raw materials.  



Top Six Bull Market Sectors

• High Yield Corporate Bonds
• Business Development Companies
• Distressed/Hybrid Mortgage REITs
• Natural Gas 
• Master Limited Partnerships
• Tax Free Bonds



The Top 20 Investments for a 
Winning 2012 Presidential Portfolio

• American Capital Agency (AGNC), yield 14.13% -- Buy under $31
• Two Harbors Investment (TWO), yield 14.10% -- Buy under $10.50
• Newcastle Investment (NCT), yield 11.40% -- Buy under $7
• AGIC Convertible & Income Fund (NCV), yield 11.87% -- Buy under $11
• PennyMac Mortgage (PMT), yield 1.56% -- Buy under $19
• Prospect Capital Corporation (PSEC), yield 11.00%, Buy under $11
• Horizon Technology Finance Corporation (HRZN), yield 10.86% -- Buy under $18
• ETRACS 2XMonthly Leveraged Long Alerian MLP Infrastructure Index (MLPL), yield 11.27% -- Buy under $42
• SandRidge Mississippian Trust (SDT), yield 10.74% -- Buy under $34
• KCAP Financial (KCAP), Yield 12.20% -- Buy under $9
• Credit Suisse High Yield Bond  Fund (DHY), Yield  9.94% - Buy under $3.50
• Western Asset High Income Fund II (HIX), yield 9.70% -- Buy under $10.50
• Triangle Capital Corporation (TCAP), yield 8.65% -- Buy under $24
• CVR Partners L.P. (UAN), yield 9.62% -- Buy under $30
• Rentech Nitrogen Partners  LLC (RNF), Yield 15.81% - Buy under $30
• Hercules Technology Growth Capital (HTGC), yield 8.36% -- Buy under $12
• Cheniere Energy Partners L.P. (CQP), yield 6.73% -- Buy under $25
• Dreyfus Strategic Municipals (LEO), yield 9.94%, Buy under $10
• Verizon Communications (VZ), yield 4.45% -- Buy under $46

AVERAGE BLENDED YIELD: 10.09%
Welcome to my world! 



Summary of Today’s Message

• Tone of Q2 earnings is good, with 80% of S&P 500 companies beating estimates. 

• Fed policy states cautious optimism, and a higher stock market exudes confidence 
that’s lacking in housing and labor. 

• Inflation isn’t a threat yet, as long as gas prices stay under $4/gallon. 

• A strong energy weighting is your best inflation hedge.

• Interest rates going nowhere are good for short-term corporate debt.

• Tax-free bonds and MLPs win the day against higher income taxes.

• Europe is faced with a tough-love plan and has no other choice.

• Emerging markets are hot but are still joined at the hip with China.  

• One nasty presidential campaign is headed right into your living room TV.

• When the going gets rough, get going with SPXU portfolio hedge. 

• Invest in highly diversified portfolio of agnostic, non-correlating asset classes that 
deliver a 10% composite yield.



To sum up, not only are investors able to garner a 
blended yield that exceeds 10% for pure income alone, 
there exists at least 10%-20% upside appreciation 
potential on a composite basis. This approach is called 
‘strategic high yield investing’ and should have a place 
in everyone’s investment pyramid, occupying the lion’s 
share of total assets. 

The results speak for themselves as Cash Machine’s 
portfolio is far outperforming the S&P 500, it pays out a 
double-digit yield and enjoys a low rate of turnover. I 
like to think of it as serious cash flow without 
compromise. Money goes where its best treated and in 
the current market landscape, without exception, 
strategic high yield investing is the go-to sweet spot.



Question & Answer Session

Thank you for joining us for today’s event, 
“Spending and Growth: 

How This Presidential Election Season 
Will Affect Your High-Yield Portfolio.”

If you have any questions, 
please submit them now.



Cash Machine Total Returns

• These average returns, including total dividends, 
were calculated based on positions that were 
closed for profit, loss or breakeven during each 
given year:

• 2012: +15.28% as of 7/10/12
• 2011: +17.69%
• 2010: +34.30%
• 2009: -0.76%
• 2008: -15.80%


