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As the editor of the Silver Bear Cafe, I spend most of my time researching current events. I explore the 
markets, the war,  precious metals, the Federal Reserve and energy. In this weekly column I will attempt to 
condense the week’s events and examine how the news might affect your pocketbook. JSB

Bear Tracks
December, 2004

Financial Markets

Twenty  years ago, American households saved about nine cents of  every dollar they earned; today, 
they save less than a  penny. The federal government is spending about four hundred  billion dollars 
a year more than it raises in taxes, which  means that the Treasury has to sell about thirty-four billion  
dollars’ worth of bonds every month to remain solvent.

The  stock market has been basicly flat for the last 33 months.  All those equity shares, that are 
valued in dollars, have  not come close to offsetting the devaluation of the currency.  The dollar has 
lost 33% of its purchasing power during  this  period.  The DOW is actually down 25% in inflation 
adjusted dollars.  It dosen’t seem to matter. No one seems to care.

Corporate  insiders dumped $6.6 billion of their own company stock  in November; a 187% gain from 
October and the highest  amount of insider sales in more than four years.

If  the insiders don’t believe in their own stock, should you?  Who is buying this junk?

The  number of housing starts dropped by 13.1% in November to  the lowest  since May 2003 and the 
sharpest drop since January 1994.

The  U.S. dollar is on a huge playground slide, sitting  on a piece of waxed paper. Its accelerating 
decent  has become big news. Even the Rah-Rah Rooters  on CNBC are talking about it. The dollar is 
visiting  lows not seen in almost twenty-five years.
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The  FED would have us believe that this is an engineered  devaluation designed to reduce our trade 
deficit.  Hooey.The FED has lost control of the dollar.  This is not a good thing for anyone, anywhere.  
The dollar is the worlds reserve currency. Seventy-five  percent of all dollars in existence are in 
foreign  hands. Whatever the value was when they got them,  that value is evaporating right before 
their  eyes. It’s like buying ice by the pound and watching  it melt away before you have time to use it. 
“Joe  Six Pack” doesn’t mind. He can still buy  a beer for $2.50 at the pub. Ten years ago they were 
$0.75.

Everyone,  (except Joe), is beginning to get very nervous.  People all over the world are dumping 
their dollars,  and for good reason. There are reports that in  some places, they are no longer 
accepted. Where  will these dollars end up? Why, right here, where they started. And when they get 
here, and there’s  a glut of them, what will happen? The good new  is that there will be so many of 
them that they  will be a lot easier to get. The bad news is  that it will take alot more of them to buy 
anything.

Get  ready for a $5.00 cup of coffee, a $100.00 dinner,  water bills that look like your electric bill,  and 
electric bills that look like your mortgage  payment. The value of coffee is not going up.  The value of 
food is not going up. The value  of water and electricity is not going up. A $.010  candy bar can still be 
had for a dime. Providing that it’s a silver dime. If you are using Federal  Reserve Notes, it now costs 
$1.00, and it will  soon cost $2.00.

All  the people in the world that hold Federal Reserve  Notes are being fleeced. That’s usually an 
occurrence  reserved for sheep. How apropos.

Delphi  is the world’s largest auto parts maker and business  isn’t good. Delphi announced today that 
it will  layoff 8,500 workers (5% of its workforce) and  lowered its Q4 sales and profit numbers.

After  hearing that General Motors and Ford would cut  their production, you’d think that Wall Street  
wouldn’t be surprised. But surprised they are  because Delphi stock is taking a drubbing today.  I 
guess those optimistic blinders the bulls are  wearing make them oblivious to the warning signs  in 
front of their faces.

The  informative data point from Delphi’s warning  is not that sales are weak, but that profits  are 
getting crushed because of higher commodity  prices.

 By  the way, Delphi gets more than 50% of its sales  from General Motors. That should tell you 
something  if you own GM stock. And it should tell you how  clueless the portfolio manager of your 
mutual  funds is if General Motors shows up in its top holdings list.

On the war front

I  have received numerous emails from members suggesting that I explore  war related equity issues. 
Since this is a financial/econmic newsletter,  and the war(s) is one of our basic forums, this does 
make sense. So, in the coming weeks,  I will compile a portfolio of companies whose bottom lines 
depend  on defence contracts.

Although  I am discouraged by the current situation in the middle east, it  stands to reason that the 
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war machine is very profitable. After  all, some of the richest people in the world have been supporting  
both sides of every conflict for years. War is probably the most  lucrative issue that has ever been 
exploited.

Some  of these companies, however, are not as nice to their shareholders  as they are to their 
contacts in government and the Pentagon, so  wading through the muck and identifing the good ones 
might prove  to be a monumental undertaking. Or maybe not.

Stay  tuned...

I  think the world has come to the conclusion  that military confrontation with the US is not in  their 
best  interest. It is also true that the U.S. Military  is uncomfortably streched. It is having  a hard time 
maintaining control in Iraq  and Afghanistan. Although Dubya seems hell  bent on confrontation, there 
will be no invasion  of Iran. China has just signed  a $200  billion  investment agreement with Iran.  
India, Germany and Russia are signing oil and  gas deals with Iran as fast as they can. This  provides 
Iran with a global insurance policy.

The  U.S. can ill afford the reaction that would  come as a result of an attack on the hundreds  of 
billions of dollars in Chinese, Russian,  Indian, German and other foreign investments in Iran. The 
international community seems  to be fed up with the stresses imposed by  Empire. While no one 
country is ready to step  up and  attempt to stop the U.S. militarily, there  are nonviolent ways to fight 
the Empire which  are already  in motion.  I believe that there is an economic firestorm brewing.

Precious Metals

The  Fed is widely expected to raise interest rates for the  fifth time when it meets this week, 
wholesale inflation  prices as measured by PPI is rising, and OPEC is doing  its best to push oil prices 
higher ... then how come  gold is down to $433 an ounce?

As  I stated above, the world is weary of the stresses  imposed by the U.S. Military, but the are now 
reacting  to the stresses caused by the rapid drop in the value  of the dollars that they are holding. 
You can always  turn away and ignore events that are occuring in  far away places, but when the 
events start to effect  one’s own pocketbook, it’s hard to ignore it.

Late  last week, Central banks in Australia, Britain, Canada  and New Zealand, in an attempt to prop 
up the dollar,  decided to keep their interest rates unchanged.

Gold  has largely become a currency hedge against the dollar,  so any strength in the dollar 
automatically affects the  price of gold.

With  the dollar continuing to tank, the price of gold will  rise, easily going to $526 and beyond!  It  
could hit $600 or higher this round.  I also expect  gold mining equities to go way above current value.

I  believe that gold and silver are getting ready for a serious Christmas  rally.  The rise in prices will 
take many “precious metal heads” by surprise.  If you are not in, you can’t win. This not only applies 
to the  price  of  bullion, but to the mining equities as well.

If  you snooze, you lose. If you are already in, or intend to get in  very soon, Merry Christmas.



page 4 page 5

Energy 

The  world’s increasing appetite for crude oil currently  provides a sector that has almost as  much 
potential as silver. The price is headed right  back to $55 per barrel and beyond. Exploration 
companies  offer the greatest leverage, and there are many very  well managed and well funded 
companies whose stocks  are undervalued.

I  am not, and never will be, a day trader, but in the  long run, any issue involved in the energy sector  
warrants consideration. Canadian companies can provide  double duty as their shares are valued in 
Canadian  dollars and, as such, can provide an additional  hedge against the tanking dollar.

North  American natural gas production already had fallen  6 BCf/day below the National Petroleum 
Council’s  forecast  for 2004.

The  Council’s  new Report estimates that, by 2015, North American production  from “traditional U.S. 
and Canadian sources of supply” (defined by  the Council to include every basin south of the Arctic 
Circle) will fall an almost  unfathomable 21 BCf/day short of the levels the Council had concluded 
would be  necessary to meet the needs of the U.S. market when it issued its earlier Study  less than 
four years ago.

Even  if the proposed Alaskan natural gas pipeline ultimately  goes forward, it will not be completed 
for at least  a decade; further, as much as the  additional  supplies it brings are needed, if and when 
it goes into service, it still will  offset less than 21.5% of the shortfall in production identified in the 
Council’s  Report.

This  situation obviously demands that the increased importation  of non-domestic natural gas is on 
the  horizon, and the largest remaining deposits of natural  gas are located in the middle east. The 
necessity  to convert natural gas into liquidfied natural gas,  (LNG), in order to transport it provides an 
exceptional  long term investment opportunity.

The  following four companies are provided for your consideration.  As always, investment decisions 
are best made after  a thorough exploration of the company’s management  and financial condition.

Teekay  Shipping (nyse: TK) 
 Southern  Union Gas (nyse: SUG)
Contango  Oil & Gas (nyse: MCF).
Cheniere  (nyse: LNG)

Each  of the companies is positioned for long term gains,  IMO.

Enjoy  the recent moderation in oil prices while you can.  The folks that control the flow are about  to 
turn the faucets down.

 With  the world awash in petroleum stocks, OPEC ministers  last week decided that it’s time they 
lowered production. Long term, they may  want to set a higher floor  under volatile oil prices, in part to 
protect themselves against losses caused  by the declining value of the dollar.

http://finance.yahoo.com/q?s=TK&d=t
http://finance.yahoo.com/q?s=SUG&d=t
http://finance.yahoo.com/q?s=MCF&d=t
http://finance.yahoo.com/q?s=LNG&d=t
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More  broadly, the cartel seems to have calculated  that the higher prices won’t curb global economic  
growth  and that many industrialized countries - notably  the US - aren’t chafing to the point where 
they  will institute aggressive conservation measures or dramatically  reduce their dependence on 
Middle Eastern oil.

Judging  by OPEC’s action today, they want to push prices  higher. OPEC announced today that it 
would cut its  daily production by 1 million barrels a day beginning  on January 1. Why? To prevent 
prices from falling  below $40 and hopefully push them closer to $50.

And  just in case that production cut doesn’t work, OPEC  moved its next meeting up from March 16 
to January  30. That should tell you that OPEC is very serious  about keeping oil prices high.

Meanwhile,  Saudi Arabia’s largest oil field, Ghawar, is in trouble.

There  are four oil fields in the world which produce over  one million barrels per day.  Ghawar, 
which  produces 4.5 million barrels per day,  Cantarell  in Mexico, which produces nearly 2 million 
barrels  per day, Burgan in Kuwait which produces 1 million barrels per day and Da Qing in China 
which produces  1 million barrels per day.  Ghawar is, therefore,  extremely important to the world’s 
economy and well  being.  Today the world produces 82.5 million  barrels per day which means that 
Ghawar produces  5.5 percent of the world’s daily production. Should  it decline, there would be major 
problems.  As  Ghawar goes, so goes Saudi Arabia.  

 The  field was brought on line in 1951. By  1981  it was producing 5.7 million barrels per day. Its  
production was restricted during the 1980s but by  1996 with the addition of two other areas in the  
southern area of Ghawar brought on production, Hawiyah and Haradh, the production went back up 
above 5 million  per day.  In 2001 it was producing around 4.5  million barrels per day. There have 
been 3400  wells drilled into this reservoir.

Saudi  Aramco is injecting a staggering 7 million barrels  of sea water per day back into Ghawar  in 
order to prop up pressure.  It accounts for 30% of Saudi oil reserves and up to  70% of daily output.

At  the current rate of production, the field will become  uneconomical in about five years.

By  that time oil will be way over $100 per barrell.  Get ready.

The Fed

The  Fed has painted itself into a corner. “Bubbles” Greenspan  knows that he cannot continue to 
keep  the bubbles inflated, if bond prices continue to  tank as the buyers wise up to his shenanigans.  
The bond market is huge compared to the stock market. In fact, it is way to big to be controlled by 
any  one entity. It is controlled by speculators, which  include countries like Japan, China, India, and  
Russia, among many others.
   
No one, who has a clue, should be interested in acquiring  depreciating assets. Falling bond prices 
are deterring  domestic demand, and  much  more  importantly foreign investment capital. In order to 
attract that  investment capital, the FED must raise interest rates.  When they raise the rates, bond 
prices will fall, presenting  a real “Catch 22”. The only way to keep this from happening  all at once, 
(key words; at once), is to allow  the stock market fall as they raise interest rates.  That will be easy as 
they have been artifically holding  it up, through the use of the quasi-legal repo-pool, for the last three 
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years. As investors panic  and  dump  their equities, they will seek ‘safe haven’ in the  bond market, 
and in gold and silver. That will  keep the bond market artificially propped up for a  little while. Of 
course the sheeple still  holding stocks will  be big losers.

Get  out of equities.

Of  course, after the stock market falls. the bond market  will  follow, and when the bond market 
implodes the  real estate bubble is going to blow the economy  to bits. This is not a matter of if, it  is 
just a matter of when. 
   
 Because the Fed has failed to responsibly raise rates  before now, I can only assume that they 
will not  raise rates until they are forced to. This will,  IMO, bring  on the worst case scenario, 
hyperinflation.

Alan “Bubbles” Greenspan has  successfuly guided consumers into refinancing  their homes to the 
tune of $450 billion over the  past few years. The cash outs  of the  refi’s last year alone were in 
excess of $200 billion.  Time after time he has stated that borrowing  the equity  in consumers  homes 
is helping the economy and he supports it. Could the Bubbles actually think  it is appropriate to use 
ones’ home as an ATM machine?

 The  illusion that real estate values are rising, rather  than the value of the dollar declining, has fueled  
a speculative mania and resulted in a real estat  bubble. A collapse in real estate will not only displace  
hundreds of thousands of home owners through mortgage  defaults and repossesions, but it will also 
put extreme  pressures on commercial banks.

 The  irony of banks currently fighting “tooth and  nail” over generating loans to real estate is  amazing 
since the spread between home prices and  incomes are the widest ever, and the spread between  
the cost of owning a home to the cost of renting  a home is the largest ever. The price versus rent  
in real estate is similar to the price-earnings ratio  of common stocks and presently in RE this ratio 
is  the highest level in history. This is where we were  with stock market P/Es at the beginning of the 
century. The rising prices have moderated substantially, while  until just recently the borrowing and 
lending continued  at record levels. This dropped homeowners’ equity  to record lows. Since every 
valuation ratio of real  estate is presently at record highs, if the slowdown  in appreciation turns into 
an actual decline in values,  the present economic recovery and stock market recovery  could reverse 
and be potentially devastating to the  financial environment.

Inflation  is rising and the Fed will continue to raise interest  rates. Don’t believe me? Ask “Bubbles”.
“Anyone  who has not appropriately hedged his position by  now is obviously desirous of losing 
money.” Alan  Greenspan November 19, 2004

I  can’t tell you exactly when the inflationary bug  is going to bite the stock market, but it is coming.  It 
is up to you whether you become a victim or beneficiary  of it.

Financial Survival

Buy  anything, buy gold, buy silver, buy land,  buy silver, buy commodity stocks, buy silver,  buy 
diamonds, buy silver, buy a ‘56 Chevy.  Buy any damn thing  but get  out of dollars!
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If  you can’t think of anything else, you might  consider buying some silver...

Live  within your income, or below it, if possible.  The only way that this economy will recover  is by 
increasing our rate of savings. Today’s  rate of household savings has dropped to  .4% from 7.7% in 
1992. We need to resurrect  the virtue of thrift.

EverBank’s  FDIC-insured World Currency Deposit Accounts  and CDs – denominated in any of 
the  world major currencies, including the euro,  Swiss franc and New Zealand dollar – offer  you an 
incredibly simple and efficient  way to invest in to many attractively priced  currencies.

Simply  exchange your dollars for the currency or  currency basket of your choice, and receive  
interest rates several times as high as those  offered on dollar deposits.

Or for more information call 1.888.882.EVER  (3837) and remember to mention the “Silver Bear Cafe” 
when  applying!

All  fund managers are involved in a mad dash to hold up valuations  until the end of the year. I 
foresee the “rug being pulled  out” during the first quarter of 2005. Be prepared.
Get out of debt. Figure out ways to conserve. Take up gardening. Sell everything you don’t need.

There is a theory which states that if ever anyone discovers exactly what the Universe is for and 
why it is here,  it will instantly disappear and be replaced by something even more bizarre and 
inexplicable. There is another theory which states that this has already happened.

Its not what you don’t know that will screw you up, it’s what you know that is 
wrong. The spin you hear from the mainstream media is intended to mislead 
you. Open your eyes and face the future. If you leave your head in the sand 
and ignore it, you are only leaving your butt exposed for the world to kick. This 
all may sound like gloom and doom, but when you get a handle on what is 
going to happen, you will have a future filled with opportunity. Fortune favors 
the Informed.

More next month...

May the Great Spirit be with you always,

Johnny Silver Bear
Chief cook and bottle washer, The Silver Bear Cafe

~ Disclaimer ~ 

All statements and expressions are the sole opinions of the editor and are subject to change without notice. A 
profile, description, or other mention of a company in the newsletter is neither an offer nor solicitation to buy 
or sell any securities mentioned. While we believe all sources of information to be factual and reliable, in no 
way do we represent or guarantee the accuracy thereof, nor the statements made herein. The staff of Silver 
Bear Cafe are not registered investment advisors and do not purport to offer personalized investment related 
advice. The publisher, editor, staff, or anyone associated with, or associated to the Silver Bear Cafe may own 
securities mentioned in this newsletter and may buy or sell securities without notice.


