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Front Page Headline, Bloomberg News “Greek Election Leaves Pyrrhic Victory.

Monday, June 18th
•

Economists at Citibank and the Royal Bank of Scotland (RBS)
view yesterday’s Greek election result as a Pyrrhic victory (win
the battle, lose the war) for the country. Harvinder Sian, senior
rates strategist at RBS in London commented: ‘The Greek election has solved little and in our view is just an iteration towards
the risks of a euro exit. The (austerity) adjustment path is likely
to remain too much for Greece to bear.”

•

Front Page Headline, Wall Street Journal – “Greek Pro-Bailout
Parties Seek Coalition. Greece’s two leading pro-bailout parties
appear to be working on forming an alliance which would give
them the majority of seats required to keep promised overhauls
on course; which includes support from others in Parliament for
a broad cross-party coalition government. After formally receiving an exploratory mandate from Greek President Karolos Papoulias, conservative New Democracy leader Antonis Samaras
met with the leaders of four other parties. Following those meetings, Mr. Samaras signaled an agreement between his party and
his socialist Pasok party counterpart Evangelos Venizelos would
be reached within three days: ‘Mr. Venizelos and I are in agreement that, no matter what, a government of national salvation
must be formed within the deadline for the mandate given to me
by the president.”
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•

Front Page Headline, MarketWatch News – “Spain’s 10-Year Bond Yield Exceeds 7%. Amid concerns over its banking sector, the yield
on Spain’s 10-year bonds rose by 31 basis points to 7.18% while the yield on the Italian 10-year maturity exceeded 6% to 6.10%. Nicolas
Spiro, managing director at Spiro Sovereign Strategy commented: ‘At this most dangerous stage of the two year-old euro zone sovereign
debt crisis, what matters the most is the boldness of measures on the part of euro zone policy makers to shore up Spanish and Italian
sovereign debt.”

•

The National Association of Home Builders (NAHB) / Wells Fargo U.S. confidence index rose to a reading of 29 – the highest reading
in two years – from a downwardly revised reading of 28 in May. NAHB Chairman Barry Rutenberg commented: “The modest uptick in
builder confidence in June is reflective of the gradual improvement we are witnessing” given cheaper housing prices and record low mortgage rates, being offset by limited access to credit and ongoing foreclosures adding to supply.

•

Front Page Headline, Business Insider – “Proof that We’re Living in a Modern Day Depression: Rosenberg.

				
A homeless man begs for money along 14th. Street in Washington, D.C.

Source: Reuters

In his most recent economic report, Gluskin Sheff economist David Rosenberg cites: ‘The U.S. economic recovery has been weak, the
unemployment rate has been stubbornly high and income inequality has been surging. However, government transfers to the personal
sector now comprise nearly 20% of household income. That is incredible.’
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•

Front Page Headline, Business Insider – “Why the Mexican Drug War Should Keep You Awake at Night. Felipe Calderon sent 50,000 soldiers after the drug cartels when he became President of Mexico in 2006. To date, the offensive to root out top drug traffickers combined
with conflicts between cartels over territory has claimed more than 55,000 lives. To depict just how scary the conflict has become, consider the following in-depth reports from Reuters and the New York Times: 3,000 police officers and soldiers have died since 2006, which
is equal to the number of coalition soldiers who have died in Afghanistan since 2001. An additional 2,000 people have disappeared since
2006. The Zeta cartel, which now controls more territory than any other cartel in Mexico, commands 10,000 gunmen stretching from the
Texas border to Central America. Exactly 49 corpses were decapitated, dismembered and dumped on a highway in northern Mexico last
month. One of the worst atrocities of the drug war, it was allegedly carried out by Daniel Alizondo, alias ‘The Madman,’ who is a leader of
the Zetas drug cartel.
The United Nations estimates that the U.S. narcotics market is worth about $60 billion (U.S.) annually. The
Justice Department estimates that Colombian and Mexican cartels reap $18 billion (U.S.) to $39 billion (U.S.) from drug sales in the United
States each year. In 2007, Mexican authorities made the largest cash seizure in history when they discovered $205 million (U.S.) in the
home of a suspected supplier of meth-precursor chemicals. The money weighed more than 4,500 pounds.”

The largest drug-related cash seizure in history. Source: U.S. Justice Dept.
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Tuesday, June 19th

•

•

The Commerce Department reports U.S. housing starts rose by
3.2% to an annual pace of 516,000 single family units in May;
while total starts fell by 4.8% to a 708,000 annual pace from
a revised 744,000 annual rate in April, which was the highest
pace since October 2008

•

Front Page Headline, Bloomberg News – “Fiscal Cliff Fears
Haunt U.S. Economy. American corporations are beginning to
delay hiring and spending out of concern that Congress won’t
reach a compromise in time to avoid automatic tax increases
and budget cuts which would sap billions of dollars of purchasing power out of the U.S. economy in 2013. Faced with the sotermed fiscal cliff of more than $600 billion (U.S.) in higher taxes and reductions in defense spending and other government
programs next year, U.S. companies are retrenching, despite
the deadline for congressional action being a good six months
away. Sandy Cutler, chief executive officer of industrial equipment maker Eaton Corp. in Cleveland recently remarked: ‘The
best strategy for companies to follow when confronted with such
uncertainty ahead of December 31st. is to stay lean and keep
your inventories taut.’ Michael Hanson, an economist with Bank
of America in New York commented: ‘A lot of people see the
fiscal cliff as a 2013 story, but you don’t board up the windows
when the hurricane arrives, rather you board up the window
in anticipation. I am forecasting U.S. gross domestic product
(GDP) growth to decelerate to 1.3% in the 3rd. quarter and to
1% in the 4th. quarter, as the European sovereign debt crisis
and worries over the U.S. budget increasingly weigh upon the
economy.” See also, Economic Winter, The Looming American
Fiscal Cliff Crisis – June 15, 2012.

•

The U.S. Capitol in Washington, D.C.
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Front Page Headline, Daily Telegraph U.K. – “G20 Warns U.S.
over Deficit and National Debt. The warning emerged at the end
of a two-day summit fraught with challenges regarding Europe’s
sovereign debt crisis. While the world’s most powerful economies urged European governments to do more to end their debt
crisis, the rebuke to the White House reflects increasing concern that America’s struggle with its own $16 trilliion (U.S.) national debt will be the next shock to negatively impact the global
economy. To date, efforts by U.S. President Barack Obama
and Congress to agree on a grand plan to reduce the country’s
deficit have failed. A series of short-term compromises have left
America facing $1 trillion (U.S.) in spending cuts at the beginning of next year. Federal Reserve Chairman Ben Bernanke
has warned that the cuts, alongside the expiration of tax cuts
first introduced by George W. Bush, leave the U.S. facing a fiscal
contraction that could plunge the country into another recession.
In a communique issued at the end of a series of meetings in
Mexico, the G20 urged the U.S. to ‘calibrate the pace of its fiscal consolidation by avoiding a sharp fiscal contraction in 2013,
while ensuring that its public finances are placed on a sustainable long-term path.’

Wednesday, June 20th
•

Front Page Headline, Bloomberg News – “FOMC Predicts Lower U.S. GDP Growth. Following a two-day meeting, the Federal
Open Market Committee reduces its gross domestic product
outlook for 2012 by 1/2 of 1% to a range of 1.9% to 2.4%. Fed
policy makers also decided to expand their Treasury term-extension program by $267 billion (U.S.) through the end of 2012. In
a statement, the FOMC noted: ‘The expansion of this program
should put downward pressure on long-term interest rates (Treasury yields) and help to make broader financial conditions more
accommodative. The FOMC is prepared to take further action
as appropriate to promote a stronger economic recovery and
sustained improvement in labor market conditions in a context
of price stability.”

•

Front Page Headline, Financial Times – “New Greek Coalition
Government Agreed. The leaders of three Greek political parties
commit to keeping the country in the euro and agree to form a
coalition government. Accordingly, representatives of the three
parties in the coalition: the New Democracy, the PanHellenic Socialist Movement (Pasok) and the Democratic Left splinter group
are working on a joint policy statement to be released soon. Together, the three parties won 179 seats in the 300-member parliament. In the meantime, Antonis Samaras, the leader of the
New Democracy Party, was sworn in as Greece’s prime minister
at the presidential residence. The above notwithstanding, the
government, which controls much of the economy, has stopped
paying its bills. As of May 31st. it owed nearly 7 billion euros to
the private sector. The 174 billion euro bailout from the European Union was supposed to help, but it had a negligible effect
on the real economy, since most of the funds leave the country
quickly to repay foreign creditors. A study by the Athens Chamber of Commerce reveals that 68,000 Greek businesses closed
during the past 17 months and a further 36,000 will soon follow
suit.”
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•

Front Page Headline, Wall Street Journal – “Food Stamp Fiasco. Yesterday, U.S. Senate Democrats and a few Republicans united to
block even modest reform in the ‘Food Stamp’ welfare program, which has exploded in the last decade and is set to spend $770 billion
(U.S.) over the next ten years. When the food stamp program began in the 1970s, it was designed to assist about 1 in 50 Americans
who were in severe financial distress. However, thanks to eligibility changes, first by President George W. Bush as part of the 2002 farm
bill and then by President Obama in the 2008 stimulus package, food stamps are becoming the latest middle-class entitlement. A record
44.7 million people received food stamps in fiscal 2011, up from 28.2 million in 2008. The cost has more than doubled during that same
period to $78 billion (U.S.) and may account for 78% of farm bill spending over the next decade. One in seven Americans now qualifies.
Once there was a stigma attached to going on the dole and it was deemed a last resort. Now, the Agriculture Department runs radio and
TV ads prodding people to get the free food. A federal website boasts of strategies which have increased program participation.”

Sign at a pizza parlour in Sioux Falls, S.D. Electronic Benefits Transfers are welcome.

•

Source: AP

Destatis, the German federal statistics office, reports the nation’s producer prices declined by 0.3% in May, citing a 0.9% drop in energy
prices, but remained 2.1% higher on a year-over-year basis. Annalisa Piazza, a strategist at Newedge in London, noted: “The data confirm the downward trend for underlying inflation in the euro zone’s largest economy. Currently, the ECB may be more concerned about
possible disinflation in the medium term than inflation, as demand is easing and commodity prices are declining.”
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Thursday, June 21st
•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 2,000 to a seasonally adjusted
287,000 in the week ended June 16th. while continuing claims
remained unchanged at a seasonally adjusted 3.3 million in the
week ended June 9th. The number of people who have exhausted their traditional benefits and are now receiving emergency or extended benefits from state or federal programs totaled 2.143 million in the week ended June 2nd.

•

The National Association of Realtors reports U.S. existing home
sales fell 1.5% in May to a seasonally adjusted annual pace of
4.55 million, down from 4.62 million in April

•

The Federal Reserve Bank of Philadelphia reports its general
economic index declined to a reading of minus 16.6 in June from
a level of minus 5.8 in May, citing reduced consumer spending,
declining business investment and lower exports

•

Front Page Headline, Bloomberg News – “Italians Ignore New
Real Estate Tax. The Italian government expects to raise about
21 billion euros ($26.3 billion U.S.) from the new property tax
known as the IMU. However, many Italians are balking at the
very first payment of about 500 euros ($630 U.S.) which was
due on June 18th. Dario Castiglia, CEO of Re/Max Italia noted:
‘Italians were used to not having any taxes for three years.”

•

The New York-based Conference Board reports its index of
leading economic indicators rose by 0.3% in May, following a
0.1% decline in April, citing a labor market which has lost momentum and more cautious spending among businesses

•

Front Page Headline, Globe and Mail – “Moody’s Downgrades
Credit Ratings of Global Banks. Moody’s Investors Service
downgrades a total of 15 financial institutions, including American giants Bank of America Corp. Goldman Sachs, Citigroup
Inc. and J.P. Morgan Chase; as well as Europe-based Barclays
Bank PLC, Deutsche Bank and Societe Generale. The only
Canadian bank affected was the Royal Bank which saw its rating lowered to Aa3 from Aa1. While those banks ranked in
the top-tier suffered rating downgrades, Moody’s offered they
have ‘stronger buffers, or shock absorbers, than many of their
peers in the form of earnings from other, generally more stable
businesses. Combined with their risk management through
the financial crisis, this has resulted in lower volatility in earnings. Capital and structural liquidity are sound for this group
and their direct exposure to stressed European sovereigns and
financial institutions is contained. Banks in the lower groupings
have problems in risk management or a history of high volatility,
while their shock absorbers are in some cases thinner, or less
reliable than those of higher-rated peers.”

•

Front Page Headline, Financial Times – “Brazil Agrees to Currency Swap Agreement with China. In a statement, Brazil’s
President Dilma Rousseff announces ‘a bilateral currency swap
agreement between the central banks of Brazil and China with
a maximum value of 60 billion Real/ 190 billion Renminbi, and
has instructed the two central banks to rapidly implement the
agreement. President Rousseff and China’s Premier Wen Jiabao underlined the importance that bilateral investment flows
contribute to the aggregation of value in the production chains
of the recipient country. The two leaders reiterated their promise to resolve trade questions through consultation and friendly
dialogue through established institutional channels, while condemning any recourse to trade protectionist measures.” See
also, Economic Winter, China’s Renminbi: The World’s Next
Reserve Currency? April 10, 2012.

•

Front Page Headline, Financial Times – “Spain Auctions 5-Year
Bonds at Record Yield. The Spanish treasury auctions 2.22
billion euros of 5-year bonds at an average yield to maturity of
6.072%, up 111 basis points from the previous 5-year auction
held in May. Spain also issued 2014 and 2015 maturities at
4.706% and 5.547%, respectively.”
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Friday, June 22nd
•

The Munich-based Ifo Institute reports its business climate index – based upon a survey of 7,000 executives – declined for a second
consecutive month to a reading of 105.3 in June, following a level of 106.9 in May. Stella Wei Wang, an economist at Nomura International Plc in London noted: “The euro zone is clearly on the downward turn. If there’s no quick political response to the debt crisis, the
confidence shocks we now see in Europe will worsen the situation.”
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•

Front Page Headline, Wall Street Journal – “U.S. States Face
Pressure on Pension Shortfalls. New accounting rules are likely
to show that public pension plans could face hundreds of billions of dollars of additional liabilities, applying new pressure on
state and local governments to act. The exact impact of the
revamped rules expected to be approved on Monday by the
Government Accounting Standards Board isn’t clear. According
to researchers at Boston College, pension liabilities at 126 state
and municipal pension plans would increase by approximately,
$600 billion (U.S.), or by about 18%.”

•

Front Page Headline, Daily Telegraph U.K. – “German Chancellor Merkel Defies Latin Europe and IMF on Bond Rescue.
Emerging from a meeting with the political leaders of Spain,
France and Italy in Rome, German Chancellor Angela Merkel
stated: ‘Each country wants to help, but if I am going to call
upon German taxpayers, I must have guarantees that all is
under control. If Germany gives money straight to Spanish
banks, we can’t control what they do (with it because) that is
how the (European Union) treaties are written. Responsibility and control (must) go hand in hand.’ In short, Mrs. Merkel
squashed hopes of a breakthrough on proposals of the ‘Latin
bloc’ leaders to deploy the funds of the European Financial Stability Fund (EFSF), or (its successor) the European Stability
Mechanism (ESM) to cap the bond yields of EU member countries vulnerable to (sovereign debt) contagion, or to recapitalize banks directly to mitigate the strain from sovereign states.
Prior to the meeting, International Monetary Fund (IMF) Managing Director Christine Lagarde had warned: ‘The euro zone
is under acute stress and at risk of a downward (economic)
spiral. The viability of the European Monetary Union (EMU) is
being questioned. There must be a recapitalization of the weak
banks, with preferably a direct link between the EFSF/ESM and
the banks, in order to break the negative feedback loop which
we have between banks and sovereigns.’ Ms. Lagarde called
upon the European Central Bank (ECB) to support the financial
system with ‘creative and inventive’ measures to fight the euro
crisis.”

Spain’s Rajoy; France’s Hollande; Italy’s Monti and Germany’s Merkel.
Source: Telegraph U.K.
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•

Front Page Headline, Globe and Mail - “Why Italy Will Be the Next Euro Casualty. A massive backlog of debt for sale suggests trouble
ahead for Rome’s refinancing.

CLOSING LEVELS FOR FRIDAY, JUNE 22ND.
Dow Jones Industrial Average

12,640.78

WEEKLY CHANGE
– 126.39 points

Spot Gold Bullion (August)

$1,566.90 (U.S.)

– $61.20 per oz.

S&P / TSX Composite

11,435.54

– 89.36 points

10-Year U.S. Treasury Yield

1.67%

Canadian Dollar

97.60 cents (U.S.)

U.S. Dollar Index Future (Spot Price)

82.212 cents

WTI Crude Oil (August)

$79.76 (U.S.)

– 6 basis points
– 0.23 cent
+ 0.724 cent
– $4.27 per barrel
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