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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, August 29th
Front Page Headline, Washington Post – “Obama
Nominates Alan Krueger as Top Economist. Krueger
to be Chairman of White House Council of Economic
Advisors.”

MONDAY, AUGUST 29TH
• The National Association of Realtors reports its index of U.S.
pending home sales declined by 1.3% in July, following a 2.4%
increase in June. Ian Shepherdson, chief economist at High Frequency Economics in Valhalla, New York, commented: “The (recent) chaos in the stock markets may have persuaded a greater
proportion of buyers to walk away after signing contracts.”
• The Commerce Department reports U.S. consumer spending
rose by 0.8% in July, following a decline of 0.1% in June, citing a higher demand for automobiles. Separately, U.S. personal
incomes increased by 0.3% in July, following a modest rise of
0.2% in June, the weakest increase in seven months.
• Nordea AB, Sweden’s largest bank, announces 2,000 staff layoffs effective this year and in 2012 “due to the increased costs of
new global banking regulations”
• According to the Italian news agency ANSA, the International
Monetary Fund (IMF) has lowered its 2011 gross domestic product (GDP) forecast for the United States to 1.6% from 2.5%, as
well as its GDP outlook for 2012 to 2% from 2.7%; citing a draft
of the IMF’s World Economic Outlook to be issued in September
• According to the Weather Channel, tropical depression 12 is
forming into a hurricane (possibly to be named Katia) off the
Cape Verde Islands to the west of Senegal, Africa and could
reach landfall in the Leeward Islands of the Caribbean Sea by
Labour Day

• In a U.K. Daily Telegraph article entitled Euro Bailout in Doubt
as ‘Hysteria’ Sweeps Germany, international business editor
Ambrose Evans-Pritchard reports: “German Chancellor Angela
Merkel no longer has enough votes in the coalition Bundestag
to secure backing for Europe’s revamped rescue machinery,
threatening a constitutional crisis in Germany and a fresh eruption of the euro debt saga … The seething discontent in Germany over Europe’s debt crisis has spread to all the key institutions
of the state … Christian Wulff, Germany’s President, stunned
the country last week by accusing the European Central Bank
(ECB) of going ‘far beyond its mandate’ with mass purchases of
Spanish and Italian debt and warning that Europe’s headlong
rush towards fiscal union strikes at the ‘very core’ of democracy.
‘Decisions must be made in Parliament in a liberal democracy.
That is where legitimacy lies’ … Mrs. Merkel’s aides say she is
facing ‘war on every front.’ The next month will decide her future, Germany’s destiny and the fate of the (European) monetary
union.
• According to Sageworks Inc., record American corporate quarterly profits of $1.45 trillion (U.S.) not only, comprise 10.1%
of the U.S. gross domestic product (GDP), but also, set a record corporate efficiency level (profit per employee) of $15,278
(U.S.); up 22.3% from 2010.
• Front Page Headline, Financial Times – “U.S. Authorities Assess
Hurricane Irene Aftermath. At least thirty people dead and millions are without power.
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TUESDAY, AUGUST 23RD
•

Finance Minister Yoshihiko Noda becomes Japan’s 6th. Prime
Minister in the last 5 years replacing Naoto Kan who resigned
last Friday. Seiji Adachi, an economist at Deutsche Bank, commented: “Mr. Noda is a strong advocate of tax-funded fiscal reform. He champions hikes in income, corporate and other ‘core
taxes’ to pay for reconstruction and seeks a higher consumption
tax to fund future social security obligations.”

•

The European Union’s business and consumer sentiment index
fell by 4.7 points to a reading of 98.3 in August – the sixth consecutive monthly decline – from a revised level of 103 in July. In
a statement, EU economic officials commented: “The reasons
for the decline included gloomier views of the future among retailers and among consumers afraid of losing their jobs.”

•

The S&P/Case Shiller national home price index declined 5.9%
in June on a year-over-year basis – the fastest rate of decline
since 2009 – while the 10-city and 20-city indices fell by 3.8%
and 4.5%, respectively.

•

The Bank of Nova Scotia reports a net profit of $1.29 billion
(CAD) in the fiscal 3rd. quarter ended July 31st. compared with
a profit of $1.06 billion (CAD) in the same period a year ago.
Scotiabank’s Chief Executive Officer Rick Waugh commented:
“While we are not immune to the volatility in world markets,
consistent execution of our straightforward and diversified business strategy will continue to deliver sustainable profitability and
growth.”

•

The Conference Board reports its U.S. consumer confidence index declined to a reading of 44.5 in August – the lowest since
April 2009 – from a downwardly revised level of 59.2 in July, previously reported as 59.5. Lynn Franco, Director of the Conference Board Consumer Research Center commented: “A contributing factor may have been the debt ceiling discussions, since
the decline in (consumer) confidence was well underway before
the S&P downgrade” (of the U.S. sovereign debt credit rating).
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•

Statistics Canada reports the nation’s current account deficit
widened to $15.33 billion (CAD) in the 2nd. quarter from a revised $10.07 billion (CAD) in the previous quarter, on lower exports of crude petroleum and automobiles to the United States

•

In a Financial Times article entitled: Sovereign Spreads Challenging Cherished Notions, managing editor Gillian Tett asserts:
“At the end of last week, trading in the credit derivatives markets
implied that no less than 70 large U.S. companies are now considered a better credit bet than the American government, according to Markit data … And this is not just an American pattern:
the credit default swap spreads for Telefonica and Iberdrola in
Spain, for example, are also well below that of their government.
The idea that large companies are safer than governments, in
other words, is no longer such a bizarre aberration in the derivatives world … When Standard and Poors (S&P) removed
the ‘AAA’ rating from U.S. sovereign debt two weeks ago, for
example, it left the ‘AAA’ rating for four American companies unchanged. Thus, Automatic Data Processing, Exxon Mobil, Johnson and Johnson and Microsoft are now rated higher than their
own government.”
At Long Wave Analytics, the difficulty we have with Ms. Tett’s
train of thought is that she is comparing apples and oranges, i.e.
credits beyond their respective, albeit indigenous spheres. One
cannot directly compare a government sovereign debt ‘AAA’
credit rating with a corporate ‘AAA’ rating because the two entities are measured against different criteria and dynamics. For
example, by definition, governments possess unlimited taxation
power – even though successive U.S. governments have steadfastly refused to initiate tax reform – while corporations, because
of natural business cycles, do not possess unlimited earnings
power. Ms. Tetts should be comparing the U.S. debt rating with
Canada, Norway and France.

WEDNESDAY, AUGUST 31ST
•

According to data from ADP Employer Services, U.S. companies
in the private sector added 91,000 workers to payrolls in August,
following a revised gain of 109,000 in July. Sean Incremona, a
senior economist at 4Cast Inc. in New York commented: “The labor market continues to struggle. There is too much uncertainty
that is restraining firms from committing resources to hiring.”

•

Front Page Headline, Bloomberg News – “Merkel Cabinet Approves Larger Euro Rescue. German Chancellor confident of
securing a coalition majority for the proposed changes to the
European Union (EU) rescue fund.”

•

According to figures released by Chicago-based Challenger,
Gray and Christmas Inc., U.S. employers announced 51,114
job layoffs in August, 47% more than in August 2010. The announcements were led by reductions at government agencies
and in the financial industry.

•

Statistics Canada reports the nation’s gross domestic product
(GDP) contracted by 0.4% in the 2nd. quarter, following a revised 3.6% growth rate in the 1st. quarter, citing maintenance
closures for oil production, supply disruptions from Japan, the
high level of the Canadian dollar and wildfires in northern Alberta

•

The Commerce Department reports U.S. factory orders rose by
2.4% in July, following a decline of 0.4% in June, citing the biggest demand for automobiles in eight years and a surge in commercial airplane orders

•

The Canadian Imperial Bank of Commerce (CIBC) reports a net
profit of $808 million (CAD) in the 3rd. quarter ended July 31st.
while increasing its quarterly dividend to 90 cents a share from
87 cents, its first dividend increase in four years

•

Statistics Canada reports Canadian house prices rose by 1.7%
in June, taking the Teranet-National Bank Composite House
Price Index to a record high reading of 144.27. The index is up
4.5% from June 2010.

•

The Institute for Supply Management-Chicago Inc. reports its
purchasing manager’s index declined to a reading of 56.5 in August from a level of 58.5 in July. Omar Sharif, an economist with
RBS Securities LLC in Stamford, Connecticut commented: “The
softening in manufacturing that we’ve seen unfold within the last
month or two is certainly not as drastic as was feared. The Chicago area is being supported to some degree by the recovery in
the auto sector.”

•

Front Page Headline, U.K. Daily Telegraph – “Double-dip Fears
Across the West as Confidence Crumbles. The western world is
at mounting risk of a double-dip recession after key measures of
confidence collapsed in both the United States and Europe, with
Germany suffering the steepest one-month fall since records began in the 1970s.”
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•

•

The U.S. National Hurricane Center (NHC) warns tropical storm
Katia may reach hurricane strength later today. Katia is currently located about 985 miles (1,585 kilometers) southwest of the
Cape Verde Islands, has 65 mph. winds and is travelling westnorthwest at 21 mph. A tropical storm becomes a hurricane
when its winds reach 74 mph. According to an NHC projection,
Katia is on a path which would be approaching the Bahamas by
Labour Day Monday, September 5th. By then, the storm could
reach the 115 mph. threshold for a category three hurricane.

•

The Tempe, Arizona-based Institute for Supply Management’s
factory index declined to a reading of 50.6 in August – the lowest level since July 2009 – from a reading of 50.9 in July, citing
weaker global demand for American-made goods

•

The Toronto-Dominion Bank reports a net profit of $1.45 billion
(CAD) in the 3rd. quarter ended July 31st. while increasing its
quarterly dividend by 3% to 68 cents per share

THURSDAY, SEPTEMBER 1ST

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 12,000 to 409,000 in the week
ended August 27th. while continuing claims fell by 18,000 to 3.74
million in the week ended August 20th. Those people who have
exhausted their traditional benefits but are now receiving emergency or extended benefits from federal programs increased by
about 38,000 to 3.68 million in the week ended August 13th.

Front Page Headline, Wall Street Journal – “Study Finds Extensive Waste in War Contracting. The Commission on Wartime
Contracting in Iraq and Afghanistan – established by the U.S.
Congress in 2008 – reports the U.S. Government has wasted or
misspent between $31 billion (U.S.) and $60 billion (U.S.) contracting for war services from a budget in excess of $206 billion
(U.S.).”

•

The Markit Eurozone Manufacturing Purchasing Managers’ Index (PMI), which measures changes in activity levels across
thousands of euro zone manufacturers, declined to a revised
final reading of 49.0 in August – previously reported as 49.7 –
from a level of 50.4 in July
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•

Major banks in developed countries are encountering higher
and higher short term interbank borrowing rates. The chart below from Zerohedge demonstrates the recent escalation in the
3-month U.S. dollar London Inter-Bank Offered Rate (LIBOR).

•

In an interview with NPR (formerly National Public Radio), former
Reagan economic advisor Laurence Kotlikoff stated: “America’s
true indebtedness amounts to $211 trillion (U.S.). We’re focused
just on the official (national) debt, so we’re trying to balance
the wrong books. If you total all the promises that have been
made for spending obligations, including Social Security, Medicare, Medicaid and defense expenditures and you subtract all
the taxes that we expect to collect, the difference is $211 trillion
(U.S.). That’s the fiscal gap! What are these guys (the White
House and the Congress) thinking about balancing the budget?
… They should try and think about our long-term fiscal problems.
We’ve got 78 million baby boomers who are poised to collect, in
about 15 to 20 years, about $40,000 (U.S.) per person. Multiply
78 million by $40,000 (U.S.) and you’re talking about more than
$3 trillion (U.S.) a year just to give it to a portion of the population … That’s an enormous bill which is overhanging our heads
and Congress isn’t focused on it.” Mr. Kotlikoff’s comments were
reminiscent of a Bloomberg editorial which he wrote in 2010,
when he called entitlements “a massive Ponzi scheme.”

•

According to the Business Insider, in January 2008, Reuters
estimated that buying Countrywide Financial cost the Bank of
America about $2.5 billion (U.S.) on a net basis. Undeniably,
the takeover has been a sordid disaster. In the words of Senator Chuck Schumer (D-NY), “Countrywide turned the American
dream into a nightmare for thousands of innocent borrowers.”
Countrywide’s former Chief Executive Officer, Angelo Mozilo,
was charged with fraud (Mr. Mozilo settled with the Securities
and Exchange Commission without admitting or denying wrongdoing) because Countrywide, the largest mortgage lender, underwrote so many of the toxic subprime loans that caused the
financial crisis and he allegedly was aware of it all along. Now,
the Bank of America is in the process of trying to settle lawsuits
from investors in those subprime loans and meeting obstacle
after obstacle. Dozens of investors and the New York attorney
general have objected to an $8.5 billion (U.S.) settlement that
would put much of B of A’s legal liability behind it, suggesting that
expensive lawsuits will confront B of A for some time to come.
Reuters now estimates that “write downs and legal costs have
pushed B of A’s cost of the Countrywide Financial takeover to an
amount exceeding $30 billion (U.S.).” Brian Moynihan, B of A’s
current CEO must be cursing his predecessor Ken Lewis (the
CEO of Bank of America at the time it bought Countrywide) in

his sleep. Indeed, Ken Lewis’ legacy of ignorance and incompetence languishes at the B of A.
See also, Winter Warning
August 17, 2011 – Hope Springs Eternal in the Human Breast
– “Expanding the American Dream of Home Ownership Must
Continue to be Our Mission” – Angelo Mozilo, February 2003.

FRIDAY, SEPTEMBER 2ND
•

Front Page Headline, Financial Times – “Hopes for Global Recovery Take a Hit. The global manufacturing recovery appears
to have ground to a halt in August … undermining hopes of a vigorous economic recovery in the second half of the year. Across
Asia, Europe and the U.S. surveys of purchasing managers produced the lowest reading of manufacturing activity and orders
since mid-2009, when the world economy was only crawling out
of recession.”

•

The Labor Department reports U.S. non-farm payrolls remained
unchanged in August, while payroll counts in June and July were
downwardly revised by a cumulative 58,000; rising by 20,000 in
June and increasing by 85,000 in July. Also in August, the U.S.
unemployment rate remained unchanged at 9.1%.

•

According to the New York Times, the U.S. Federal Housing
Finance Agency (FHFA) – which oversees government mortgage firms Fannie Mae and Freddie Mac – is preparing lawsuits
against 17 international financial groups, alleging they misrepresented the quality of $200 billion (U.S.) of mortgage-backed
securities they underwrote pre-2008

•

Front Page Headline, U.K. Daily Telegraph – “Central Bank
Flight to Federal Reserve Safety Tops Lehman Crisis. Central
Banks and official bodies have parked record sums of U.S. dollars at the Federal Reserve for safekeeping, indicating a clear
loss of trust in commercial banks. A key warning signal of global
financial stress has shot above extreme levels seen at the height
of the Lehman Brothers crisis in 2008.”
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CLOSING LEVELS FOR FRIDAY, SEPTEMBER 2ND.

WEEKLY CHANGE

Dow Jones Industrial Average

11,240.26

– 44.28 points

Spot Gold Bullion (December)

$1,876.90 (U.S.)

+ $79.60 per oz.

S&P / TSX Composite

12,602.41

+ 274.90 points

10-Year U.S. Treasury Yield

1.99%

– 20 basis points

Canadian Dollar

101.61 cents (U.S.)

– 0.12 cent

U.S. Dollar Index Future (Spot Price)

74.705 cents

+ 0.996 cent

WTI Crude Oil (October)

$86.45 (U.S.)

+ $1.08 per barrel
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