
 A year after providing readers a list of ―what if‖ scenarios in our January 2009 newsletter, we would 

like to focus on two of the scenarios outlined in order to get a better picture of what may be in store for the US 

and global economies in 2010. Despite continued fundamental issues in the US economy including unemploy-

ment, moral hazards, government support and stagnant growth—2009 was a great year for the equity markets. 

The S&P 500 gained more than 23% after a dismal 2008 performance of a nearly -40% drop. After several 

choppy years, where will the economy and markets be one year from now? 

 The government’s stimulus and support for markets in 2009 led to a full fledged attempt at backstop-

ping a severe drop in asset prices. It seems to have worked for the time being; however, according to Wikipe-

dia the US government has a gross budget deficit of more than $1.2 trillion (much of it added in 2009 with 

stimulus and bailouts). The question now lies in reigning in spending and selling government bonds. Although 

the US government has had no real problems selling debt at very low interest rates, smaller countries including 

the PIIGS (see term of the month) have extremely high debt to GDP ratios and may have difficult time selling 

bonds to investors who demand higher interest rates in return for the risk. As sovereign debt becomes more 

difficult to sell to investors, governments will have to make tough choices to bring deficits down and  return 

their economies back to positive growth. 

 The first sovereign default scare came from Dubai when they decided not to make debt payments, only to be bailed out by its rich 

neighbor, Abu Dhabi. This sent markets reeling before Abu Dhabi provided a lifeline. The most recent sovereign scare came from Greece as they 

became perilously close to defaulting on their debt obligations. It is likely the EU will eventually pull together and bailout its member nation. Unfor-

tunately, 2010 could see a wave of sovereign defaults and bailouts from smaller nations as economic growth stagnates and debt payments increase.  

What this will lead to is unknown, but markets never seem to like uncertainty and we should be more prepared for other significant risk events in the 

future.  

 Another issue surrounding debt is the American consumer’s balance sheet. Last January, we asked what would happen if the US household 

balance sheet never recovered. There is good news and bad news in the data. The good news is consumers have been de-leveraging by paying off 

debt and saving more (see insert); however, the bad news is that consumers are de-leveraging and saving more which would lead to a very stagnant 

or negative growth if not for government support. Private savings and de-leveraging are currently being offset by government spending and borrow-

ing, but this cannot continue indefinitely. Instead, there must be some balance between the two or risk becoming a Japan-like stagnation. Tough 

decisions will have to be made if we want to dig ourselves out of this deep hole crated by government stimulus.  

 Consumers and lenders have been intertwined in a vicious negative feedback loop regarding consumer credit. First, lenders became ex-

tremely worried about overleveraged consumers and they tightened lending standard and available funds to even the best borrowers. Next, consum-

ers became aware of the tighter lending restrictions and 

increased their savings rate in an effort to pay off their 

debts. Lenders noticed the drop in demand and became 

even wearier of lending.  Even though the government 

support programs were created in an attempt to alleviate 

this negative feedback loop, the loop continues as con-

sumers push the savings rate higher and credit remains 

tight. 

 Although debt issues remain a high concern, 

there are historical precedents of similar situations. The 

negative feedback loops and moral hazards currently in 

place will need to be worked out before we can truly trust 

a sustainable recovery. We believe the worst may be be-

hind us, but that does not mean there will not be a double 

dip recession or many potential sovereign defaults. The 

data provides a clear outlook that things remain tough for 

most consumers, but positive light will shine through. 

Sources: Briefing.com, Wikipedia, Federal Reserve 
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What’s in store for 2010 

Term of the Month 

PIIGS 

An acronym representing Portugal, 

Italy, Ireland, Greece, and Spain. 

The acronym refers to Eurozone 

countries with lagging economic 

fundamentals including a lack of 

fiscal discipline, high debt to GDP 

ratios and high unemployment 

which have lead to concerns about 

the stability of the euro currency.  

*Past results are not necessarily indicative of future results  There is a substantial risk in all commodity traded options and futures. Please read the full risk disclosure in our private 

offering memorandum or disclosure document. 



Market Commentary 

Page 2  Volume 7 Issue  1 

If you have any questions, comments or suggestions regarding this newsletter please contact us at: 

info@parrottrading.com   785.856.7876 

PTP Management Company, LLC ñ Investor Newsletter 

ñGovernmentôs view of the economy 

Could be summed up in a few 

Short phrases: If it moves, tax it 

It it keeps moving, regulate it. 

And if it stops moving, subsidize it.  

- Ronald Reagan 

     ROR   

2008 2005 2004 2006 2007 Month 2009 2010 

-11.49 - 7.58 N/A -9.19 % -4.40 % January 0.21 % +0.24% 

19.21 % - 3.74 N/A 0.80 % -7.54 % February 1.07 %  

11.49 % 13.63 N/A 1.48 % -6.27 % March -6.97 %  

-5.64 % 6.80 % 2.13 % 1.91 % -3.63 % April -1.31 %  

15.87 % -7.83 % - 0.32 % 10.62 2.05 % May -3.27 %  

2.29 % 4.37 % 9.10 % 0.50 % 10.71 June 3.08 %  

5.18 % -5.22 % 8.60 % 3.44 % 19.85 July -10.80 %  

8.23 % 11.18 - 0.81 % 1.48 % 7.75 % August 1.93 %  

- 6.21% 3.19 % -1.72 % 0.09 % -4.75 % September -11.11 %  

-23.05 -1.48 % -14.37 % -10.57 14.76 October -0.46 %  

-1.86 % -2.48 % - 0.19 %  4.24 % 13.99 November -0.15 %  

4.61 % 7.47 % 7.31 % 9.09 % 12.49 December +5.81%  

10.98 15.89  7.84**  12.40  63.31  PTP YTD -21.20  +0.24  

-39.86  3.53  13.62  2.91  7.30**  S&P 500  23.47  -3.70  

     Parrot Trading Partners, LLC           

Commodity Pool  

January Unit Value of the Parrot Trading Partners Commodity Pool 

$2010.97 

**YTD return is calculated since inception on April 13th, 2004 

 ―As January goes, so goes the year‖ is the old Wall Street 

saying. Fortunately, this type of adage does not have a successful 

long term track record. The major market indices started the month 

where they left off in 2009—up in a hurry and to new 12 month 

highs. The S&P 500 quickly moved near 1150 before hitting resis-

tance and struggling at that level for a week. It took a potential sover-

eign default (Greece) to knock the wind out of the S&P and send it 

negative for the year. The S&P 500 quickly erased all of its 2010 

gains and then some in just 3 days (Jan 20-22) as the market dropped 

from 1150 to 1090.  

 In a New York Minute, momentum swung from the bulls to 

the bears as trendlines, support and moving averages were all broken 

rather quickly and easily. The S&P ended the month down –3.70%, 

and the DJIA dropped –3.38% while the NASDAQ lagged the other 

indices significantly with a –5.37% loss. The PTP Commodity Pool 

was able to return a minor gain of +0.24% in the first month of the 

year and we hope to build upon the momentum gained in the last two 

months and turn 2010 into quite a successful year.  

 As the markets pushed through to new highs, volatility 

seemed to be as complacent as it was in August 2007. Option premi-

ums began to drop as VIX fell from 21.68 to a new capitulation low 

of 16.86. Recall that in November. VIX was still in the low 30s, so a 

drop of 50% in three months proved to be dramatic. After a new high 

in equity markets and new lows in VIX—the potential Greek default  

news sparked volatility back into the market as VIX climbed precipi-

tously to around 28 before ending the month near the upper end of the 

range at 24.62.  That enabled the PTP Commodity Pool to take ad-

vantage of selling some relatively ―expensive‖ option premium to 

collect a few points here and there. We do believe that volatility will 

continue to increase throughout the year; however, because of the 

potential choppiness in markets we don’t believe we will reach any-

where near the levels seen during the ―panic‖ stages of 2007-08.  

 While we carried a smaller than normal position size in 

January this year, we were able to ramp up our size at an opportune 

time and we are attempting to layer on new positions each time vola-

tility expands quickly. We will continue to increase our position size 

through February until we meet our full allocation criteria. The mar-

ket has been trading in an up-trending range for more than 9 months 

and it may have come to an end in January. We cannot be certain, and 

will give the upside the benefit of the doubt, but a lot of technical 

damage has been done to the charts. Fundamentally, there are still 

significant issues which face the US and  global economies. Govern-

ment support has been the market’s lifeline during this rally; how-

ever, the government is signaling an ease to stimulus and market sup-

port.  

 Our staff at PTP is excited about the opportunities that may 

present themselves in 2010. We do not know where the market will 

be at year end, but we do believe this year’s market could be choppy 

which would provide our strategy significant opportunities.  

*Past results are not necessarily indicative of future results  There is a substantial risk in all commodity traded options and futures. Please read the full risk disclosure in our private 

offering memorandum or disclosure document. 
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Benchmark NAV Comparison Since Inception
(April 2004 - Jan. 2010)

Initial NAV of 1000

Parrot Trading Partners, LLC

S&P 500

HFN Hedge Fund Aggregate Average

S&P 500 
981.64

Hedge Fund Aggregate 
1396.65


