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A PEEK AT THE WEEK THAT WAS - August 17, 2013
Patient Capital.... Positioned for

Profit

Last week we pondered on whether the markets just become one big "Fed Watch".   And
we looked at a few charts that gave us pause, if not a little alarm.

This week was another tough one for Mr. Market and his Club S&P.  Quite a lot of revelers
jumped ship and they had to temporarily take down the famous "1700" sign out front.  The
ever sober Ms. Bond turned up at the door with her "sobriety" banner waving high and by
week's end, was demanding to be paid 2.83% interest on her 10 year treasuries....up from
2.56% on Monday.  

That's a helluva jump for what is arguably the most important interest rate measue in the
world today.  Ben...it's not supposed to work this way, is it?

Given that it's all about the Fed these days...let's not forget that it is this year marks the
100th anniversary of that venerable institution's existence.  So we thought we might go
peeking around the Fed over the next few issues to find out who they are, what they do
and how well they are doing it.  

After all, Fed Head, Bartender Ben is master of the universe...see below for proof.

Of course, we'll take yet another peek at the shiny stuff...actually more the sheeny
stuff...gold's sometimes forgotten cousin...Atomic #47...silver.  We think it's worth a mention
for a few reasons...the most important of which is that, just perhaps it is poised to make a
move north.

Finally, we'll take a look at our chart of the week.  Well, actually it's a satellite photo, which
we believe provides reason to be both optimistic and frustrated at the same time.

 HOW BENNY AND THE FEDS SAVED THE WORLD...OR DID THEY?

Everyone knows the story about how the world was coming to an end in 2008 and the only
ones who could save it were Bartender Ben and his bankers.  Of course, the world had
forgotten that it was those some bankers who had caused most of the strife in the first
place. Anyway, Ben got on the cover of Time as its Person of the Year for 2009 and
everything has been pretty great since,,,really! 

So let's start by taking a peek at the history of the Fed and how this wonderful, world
saving institution came about in the first place.
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THE OFFICIAL, APPROVED HISTORY OF THE FEDERAL RESERVE...WELL, ALMOST!

You can click here to see the full official history of the Fed.  It comes courtesy of their own
educational site called federalreserveeducation.org (how civic of them...we wonder who's
paying for this).

Apparently, around 1907, the American financial system was in a complete mess and the
only thing that would save it was a brand new central bank.  Actually, not quite brand new
because they'd tried this before from 1791 - 1811 and had decided it was a bad idea.  

But they just had to try it one more time... in 1816. 

But then, in 1828, good old Stonewall Jackson was elected president and he did not take
kindly to bankers (or British Redcoats, for that matter) so the Fed charter was not renewed
in 1836.  Thus entered the "free banking" era.  Sounds bad but it was probably good.
 Bankiers are far more careful when their own capital is at stake...especially local bankers.
 But the big bankers and their political buddies could not leave well enought alone and
Congress passed the National Banking Act in 1863.

This nifty piece of legislation served to create nationally chartered banks with a kind of
uniform currency.  Just the kind of thing a federal government might need to fund the most
murderous war in America's history. Oh...and it levied a tax on state banks just to add a
little disincentive to stay independant.  But state and regional banks still managed to do
OK...and a great many still do to this day.

In any event, from 1863 we had a pseudo central bank that was supposed to provide more
stability and uniformity but somehow the speculative bubbles and inevitable busts and
panics continued...typically inspired by loose banking policies and even looser bankers. 

It couldn't possibly be that human nature, driven as we are by either fear or greed, is
flawed...it must be the capitalistic system that is lacking.  

Let's fix it...said the banking / political complex of the time.

From the Fed's own educational site...

The Aldrich-Vreeland Act of 1908, passed as an immediate response to the panic of
1907, provided for emergency currency issue during crises.  It also established the
national Monetary Commission to search for a long-term solution to the nation’s banking
and financial problems.  Under the leadership of Senator Nelson Aldrich, the
commission developed a banker-controlled plan. 

Hmmm...a banker controlled plan.  What could possibly go wrong?

Next week, we'll find out what went down on Jekyll Island in the summer of 1913 and take a
look at who actually owns the creature that was created.  The answer is not quite as simple
as you might think. 

IS IT TIME FOR SILVER TO SHINE?

While it was a tough week at Club S&P, the action at Bill Bullion's Gold Bar down the street
was heating up.  Seems like a lot of Mr. Market's revelers may have realized that while drink
prices at his club are pretty high, Bill's discounted bar prices are far more fetching right
now. 

Gold is up almost $100 per ounce in the past couple weeks, while it's little cousin, silver,
has done very little...until this week at least...when it jumped a couple bucks per ounce.  A
big move for the sheeny stuff indeed.

So let's look at a few charts that might help to explain why silver's move might be just
beginning.   The chart below takes a look at who is thinking what about silver. It shows that
the speculators, typically hedge funds and those not involved in the mining or commercial
side of the silver business, are very short of silver. 

That means they think the price is going down.  But if all the sellers have sold, then who is
left...only holders and potential buyers.  If the buyers show up...as they did last
week...the shorties have a problem.  You see, if you are short something, you are terribly
exposed because in theory at least, the price of that something can go to infinity and you
will have to buy it at some point to cover your short.  These speculative traders are fast to
reverse course when they conclude that a downward trend may have ended. We suspect
that the shorts will soon be running for cover, if they have not done so already...thereby
helping to increase the price of silver.
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The next chart takes a look at the price of silver for the past 12 months.  Pretty clear what
happened here.   The sheeny stuff got absolutely pummeled.  But as you can see in the
highlighted bottom right corner, the price appears to have stabilized and is making higher
lows each time.  The price bounced last week.  It may pull back some but we suspect that it
will not be lower than it was before.  Shorts are covering and we are entering into a
seasonally strong period.  Another reason why silver's price could rise.

 Finally, let's look at the so-called silver gold ratio.   Quite simply, this is how many ounces
of silver it would cost you to buy one ounce of gold.  If gold is $1,000 an ounce and silver is
$20, the ratio is 50:1.  As you will see from the chart below, the ratio was as high as 67 but
in recent weeks has reduced dramatically to just over 50.  

At one time, in 1792, the ratio was fixed by law in the US at 15.5:1 (Wikipedia) while the
historical average during the 20th century (in a free floating market) was 47:1.  In reality,
however, during certain mania stages the ratio can contract to as low as 13:1 as people
who cannot afford gold, flock to silver as a worthy substitute.  We are not suggesting that
this is going to happen anytime soon but there is an argument to be made that the ratio will
tighten as the potential mispricing of these two precious metals corrects itself.  Just saying.

converted by Web2PDFConvert.com

http://www.web2pdfconvert.com?ref=PDF
http://www.web2pdfconvert.com?ref=PDF


CHART (ACTUALLY A PIC) OF THE WEEK
 

To us, the picture below, courtesy of NASA with notations by Mark Perry of Carpe Diem, is
both illuminating and infuriating.  It shows a particularly lonely section of our lonely planet
viewed from way up in space at night.  We knew that Minneapolis had some bright lights but
we weren't aware that North Dakota was such a happening place after dark.

What you are viewing in the circled area are literally thousands of gas and oil wells in the
Bakken shale region "flaring off" the natural gas that cannot be collected and piped off for
sale...especially to foreign countries desperate for the stuff and willing to pay handsomely. 
This is literally costing hundreds of millions of lost dollars that this country desperately
needs to balance its budget (silly us for even thinking that might be important).  That is why
we find it infuriating.  

We find it illuminating because it reminds us of the richness of this land and the great
promise that it still holds for those who are prepared to risk much and work even more. 
Already, over 4,000 miles of pipeline have been recently created to manage this massive
supply and more are being built, literally as we type.  As we have written before, these
natural resources and the resourceful men and women who are able to access, harvest
and distribute them will be at the forefront of this nation's renaissance.

Now, if we could just get our "leaders" out of the beltway and into the real world, we might
speed up the delivery of the magnificent potential that America has always promised and
can ultimately deliver in spades...if it is allowed to.  Unfortunately hard work and enlightend
forethought are as frightening to these characters as is garlic to a vampire but we
will keep the candle flame of faith for a brighter future alive...perhaps not burning as
brilliantly as that flaring, wasted gas...but burning nonetheless.

Til next week...

“Ignorance is the curse of God.  Knowledge is the wing wherewith we fly to Heaven.”
William Shakespeare

www.cravencapital.com 212 797 0217
 bmacnish@cravencapital.com 
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Craven Capital is located at 11 Hanover Square, 6th Fl., New York NY 10005

The information above is not and is not intended to be considered or treated as legal, tax or investment advice.  Please
consult your own lawyer, accountant or investment advisor on such matters.  

11 Hanover Square 6th Floor | New York, NY 10005 US
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