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THAT WAS THE WEEK THAT WAS
Monday, August 6th
Front Page Headline, Bloomberg News World Wishing It Were America: Rogoff.

Monday, August 6th - Civic Holiday in Canada
•

In a Bloomberg TV interview, Harvard University economics professor and co-author (with Carmen Reinhart) of the New York Times
bestseller This Time Is Different – Princeton University Press, 2009, Kenneth Rogoff expounds: ‘We’re seeing negative (economic) data
(being reported) from many parts of the world. Globally, (investors) are looking at the U.S. and saying, I wish we were the United States.’
With the world’s largest economy and deepest financial markets, the U.S. is still being viewed by many investors as a ‘safe haven’ a
year after Standard and Poor’s Corp. downgraded America’s sovereign debt credit rating form ‘AAA’ to ‘AA’ (High). As S&P spokesman
John Piecuch explains: ‘Sovereign debt credit ratings are an opinion on relative risk of default, not a prediction of market behavior. For
example, we began downgrading Greece in 2004 and Italy in 2005, but for several years (thereafter, bond) markets continued to value
their bonds on par with those of Germany.’ At Longwave Analytics, we do not share Mr. Rogoff’s ‘rose-coloured’ macroeconomic
view. As Canadians, being joined to our largest trading partner at the hip, so to speak, we are constantly aware of America’s
self-inflicted problems and shortcomings, which we view as very serious indeed, to wit: the gun problem; the drug problem; the
race problem; the political gridlock problem; the debt problem and the crime problem. With America’s national debt currently
soaring past the $16 trillion (U.S.) mark, selected European countries notwithstanding, we view Mr. Rogoff’s ‘ostrich’ snapshot
of America as naively typical of its citizenry, ergo very worrying. See also, Economic Winter, The Pathology of Debt and Erosion
of Civil Liberties in America, February 1, 2012.

Harvard University Professor Kenneth Rogoff

Source: Bloomberg News
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•

Front Page Headline, Der Spiegel – “Greater Urgency Required to Reduce Government Financing Costs: Monti. In an interview with
Germany’s Der Spiegel magazine, Italian Prime Minister Mario Monti stated: ‘The tensions that have accompanied the euro zone in the
past (few) years are already showing signs of a psychological dissolution of Europe. The (debt financing) problems must be solved
quickly, so that there’s no further uncertainty about the euro zone’s ability to overcome the (sovereign debt crisis). The high (financing)
yields (which) Italy has to pay right now are subsidizing the low yields on German bunds.’ While the yield on Italy’s 10-year bonds hovers
near 6% in the secondary market, outstanding Spanish 10-year bonds are trading at a 6.75% yield basis, having touched a high level of
7.44% last week. At Longwave Analytics, we are completely baffled by Mr. Monti’s logic suggesting that Italian bond yields ‘are
subsidizing the low yields on German bunds.’ For his sake, we must hope that when Mr. Monti’s head stops spinning that his
face is still pointed to the front.”

Italian Prime Minister Mario Monti

•

Source: Bloomberg News

Front Page Headline, Bloomberg News – “Standard Chartered Faces N.Y. Suspension over Iran Dealings. The New York State Department of Financial Services reports London-based banking giant Standard Chartered Plc conducted $250 billion (U.S.) worth of transactions with Iranian entities over more than seven years in violation of U.S. federal money laundering laws. The regulator issued an order
warning the bank that its U.S. unit may be suspended from doing business in New York State. Standard Chartered earned hundreds of
millions of dollars in fees for handling transactions on behalf of Iranian institutions which are subject to U.S. economic sanctions. According to the order, when the chief of the bank’s U.S. operations warned his superiors in London in 2006, that Standard and Chartered’s
action could expose it to ‘catastrophic reputational damage,’ he received a terse and obscene reply to wit: ‘Who are you ‘expletive deleted’
Americans to tell us, the rest of the world, that we’re not going to deal with Iranians?” At Longwave Analytics we note: Like many big
financial institutions we have observed over the last several years, banker greed can be insatiable. Seemingly, if all the major
banks had all the money in the world, it wouldn’t be enough!
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Tuesday, August 7th
•

The Office for National Statistics reports British manufacturing
output declined by 2.9% in June – the steepest decline since
November 2008 – and by 4.3% on a year-over-year basis. Likewise, the broader industrial production measure registered a
drop of 2.5% in June and a 4.3% decline from June 2011.

•

The Young Presidents’ Organization reports its U.S. CEO sentiment index declined to a reading of 60 in the second quarter
from a reading of 65.1 in the 1st. quarter – the largest decline
since the survey began in 2009 – citing more business leaders
perceive economic conditions will worsen during the next six
months.

•

The Economy Ministry in Berlin reports German factory orders
– adjusted for seasonal swings and inflation – declined by 1.7%
in June, following a gain of 0.7% in May, citing reduced demand
from euro zone countries. Annalisa Piazza, an economist at
Newedge Strategy in London commented: “All in all, quite a
gloomy report. German exports are being adversely impacted
by the current cyclical (economic) slowdown and the export-led
German industrial sector will not be spared from the decline in
(international) trade activity.”

•

Statistics Canada reports the value of the nation’s building permits issued in June declined by 2.5% to $6.8 billion (CAD) – following a 7.1% increase in May – citing a drop in both non-residential and residential sectors in Alberta and British Columbia

•

Italy’s statistics agency ISTAT reports the country’s gross domestic product (GDP) contracted by 0.7% in the 2nd. quarter
– the fourth consecutive quarterly decline – following a decline
of 1.4% in the 1st. quarter and registering a drop of 2.5% on a
year-over-year basis

•

In its 2012 Spillovers Report, which quantifies the potential global effects from problems in the so-called systemic five economies of the Euro Zone; China; Japan; the U.S. and the U.K., the
International Monetary Fund (IMF) postulates: “Failure of euro
zone policy makers to tame their growing (sovereign) debt crisis would likely trigger a severe regional economic contraction,
force a fire sale of financial industry assets and trim the (gross
domestic product) growth prospects of major world economies
by several percentage points. What stands between the current
situation and the playing out of the scenario is the residual public confidence that policy makers will ultimately act to avert the
spread of the (debt) crisis. If European Union authorities don’t
act in time, output in the euro area could be cut by 5 percentage points. Furthermore, about 2 percentage points would be
trimmed from U.S. GDP growth prospects and output in China,
Japan and the rest of the world would be reduced within a range
of 0.5% to 2.5%. Also, we assume that financing costs for ailing
EU members such as Italy and Spain would rise by about 300
basis points, but about half of that shock has already materialized. Obviously, the other half of the shock would strain those
countries (to limit) and possibly curtail access to the (fixed income) market. Should such a euro crisis scenario fully materialize, central banks could reduce damaging spillover impacts by
coordinating unconventional policy action. With respect to the

U.S., the potential effects if the White House and the Congress
don’t reach an agreement to prevent the ‘fiscal cliff’ could entail
stock prices initially plummeting by 15% and reduce U.S. GDP
by up to 5%. Moreover, if political gridlock in Washington continues to prevent a credible medium-term plan to reduce the
deficit and national debt (levels), long-term U.S. Treasury yields
could experience a 200 basis point spike which would shave 5%
off domestic GDP and 2.5% to 3.5% off GDP in the rest of the
world. While the likelihood of such scenarios may be low, they
are worth exploring because the impact on the world economy
is potentially very large, and not the least on account of their
transmission via financial markets.” At Longwave Analytics,
we believe ‘such scenarios’ have a much greater likelihood
of materializing than the IMF realizes. See also, Economic Winter – The Ongoing Saga of the European Sovereign
Debt Crisis, May 18, 2012.
•

Front Page Headline, Wall Street Journal – “Boston Fed President Urges QE 3. In an interview with the Wall Street Journal, Eric Rosengren, President of the Federal Reserve Bank
of Boston, urges the Federal Open Market Committee (FOMC)
to launch an aggressive, open-ended U.S. Treasury purchase
program which the central bank would continue until ‘we start
seeing some pretty significant improvements in gross domestic
product growth …We need a pro-growth monetary policy.” At
Longwave Analytics, we suggest Mr. Rosengren review the
combined effects of QE 1 and QE 2. Together, they have
neither improved the rate of GDP growth, nor, lowered the
official unemployment rate. As the Privateer recently noted: ‘When the investment community is baying for QE 3,
while at the same time paying the U.S. Treasury to protect
their capital, few levels of insanity are left to attain.’

Boston Fed President Eric Rosengren

Source: Boston Globe via Getty Images
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• Front Page Headline, Reuters News – “S&P Lowers Greece’s
Rating Outlook to Negative. In a statement, rating agency Standard and Poor’s noted: ‘Following delays in implementing budgetary consolidation measures and a worsening Greek economy, we believe Greece is likely to require additional financing for
2012 under the European Union (EU) / International Monetary
Fund (IMF) program. We are revising the outlook on the longterm ratings on Greece to negative, reflecting the possibility of
a (credit rating) downgrade if Greece fails to secure the next
disbursement of the EU / IMF program. In affirming Greece’s
CCC credit rating, we perceive the likelihood of budget shortfalls, owing to election-related delays in the implementation of
budgetary consolidation measures for the current year, as well
as the probability of the Greek economy contracting by about
10% cumulatively, during 2012 – 2013.”

•

Front Page Headline, National Post – “The Four Horsemen of
Economic Risk: Rosenberg. Gluskin Sheff economist David
Rosenberg takes a page from the Bible’s Book of Revelation
when identifying the major risks to U.S. gross domestic product
(GDP) growth over the next 12 months.

Wednesday, August 8th
•

•

The economy ministry reports German industrial production declined by 0.9% in June, citing reduced activity in the manufacturing and construction sectors, partially unwinding a 1.7% gain
in May. Jonathon Loynes, an economist at Capital Economics
in London commented: “The figures provide further evidence
that the ultra-competitive German manufacturing sector is in recession, providing omens for the rest of the euro zone economy
which are extremely worrying.”

The Four Horsemen of the Apocalypse

•

Source: Wikipedia

Pestilence. Negative Export Shock.

CoreLogic Inc., a Santa Ana, Cal. data firm, reports U.S. home
prices rose by 2.5% in June on a year-over-year basis, citing
low inventories of properties for sale and a high demand for
bargain-priced foreclosures. Separately, rising home prices
propelled Freddie Mac to a $3 billion (U.S.) profit in the 2nd.
quarter; its best performance since the mortgage-finance giant
was taken over by the U.S. Government four years ago.

ISM export orders index drops to weakest level since April/09.
Source: Getty Images

The euro zone’s recession is deepening, spreading and having
an increasingly unfavourable impact on its neighbouring economies and trading partners. That’s why one of the most significant pieces of data last week was the decline in the American
ISM export index for June to a reading of 46.5 from 47.5 in May.
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•

•

Front Page Headline, Business Insider – “JP Morgan Outlines Fiscal Cliff Scenarios. See also, Economic Winter, The Looming American Fiscal Cliff Crisis – June 15, 2012.
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•

War. Many a Slip Betwixt the Cup and the Lip.

ECB President Mario Draghi

Source: Reuters

The situation in Europe remains highly unstable. Violent market gyrations to every passing comment by ECB President Mario Draghi,
such as this recent quote: “The ECB is ready to do whatever it takes to preserve the euro” says something about the manic mindset of
today’s algorithm-dominated fast-money backdrop. Every German knows what happened in the 1930s and anyone with a keen sense
of history knows that Germany is never going to vote for outright debt monetization. What one can reasonably expect at some point is a
partial fragmentation of the nonsensical monetary union.
•

Famine. Soaring Food Prices.

Corn is expected to top $10 (U.S.) per bushel

Source: Reuters

More than half the counties (1,584) across 32 U.S. states have been deemed an agricultural disaster as America suffers through its worst
drought in 50 years. As a massive global food producer, the U.S. plays a key role in influencing food prices. Corn is expected to top $10
(U.S.) per bushel, but the big question is whether rain will arrive in time to save the soybean crop, which has more far-reaching implications. A failed soy harvest in the U.S. could spur Asian countries to impose rice export bans, like they did during the financial crisis. One
of the main reasons for the tensions which fuelled the Arab Spring was rampant food inflation.
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•

Death. The Proverbial Fiscal Cliff.

A scene from the movie ‘Planet of the Apes’

a property analyst at Industrial Securities Co. in Shanghai, commented: “There’s still a lot of uncertainty at the government’s
policy level, but today’s data is not strong enough to trigger new
tightening measures. Developers must reduce the inventory of
completed homes, so it’s difficult to see new housing starts improving soon.”
•

Statistics Canada reports the nation’s trade deficit widened to
$1.8 billion (CAD) in June – the largest shortfall since September 2010 – compared with a $954 million (CAD) deficit in May;
citing a record level of $40.9 billion (CAD) in imports. Douglas
Porter, an economist at BMO Nesbitt Burns commented: “The
trade deficit is likely to shave a percentage point or more from
GDP growth in the second quarter. However, the good news
is that commodity prices have recovered from their lows of late
June, which should provide some support for Canadian export
revenues in coming months.”

•

Front Page Headline, Globe and Mail – “British Shipper Sunk by
Global Trade Slump. Stephenson Clarke Shipping Ltd., in operation since 1730, sold its last vessel in July and declared bankruptcy last week. The company stated it could no longer hold out
against a massive downturn in the movement of dry goods, such
as iron ore and coal – commodities which once propelled the
shipper through Britain’s industrial revolution. Tait Walker, the
company’s liquidator, read a corporate statement in a news release: ‘It is with great regret that the company must announce a
cessation of trading. Whilst previous economic downturns have
been weathered, the current market is one of the worst experienced in many years.”

•

Front Page Headline, Daily Telegraph U.K. – “Britain’s Trade
Deficit Widens/Former BOE Deputy Governor Admits Mistakes.
The Office for National Statistics (ONS) reports Britain’s trade
deficit widened to a record 10.1 billion pounds in June from 8.4
billion pounds in May, citing an 8.4% decline in exports as the
euro zone slowdown worsened. Separately, Sir John Gieve,
deputy governor of the Bank of England when the financial crisis
struck, admitted: ‘Our crisis handling was clumsy and somewhat
slow, but the big policy mistakes were made just prior to the
crisis (unfolding); both in fiscal policy and arguably, in monetary
policy. We had not implemented a tight enough policy. Once
the (financial) crisis hit, at the BOE it took us quite a long time to
accept that there was a systemic liquidity problem. However, the
BOE did recover and was actually ahead of authorities in other
countries by 2008, especially when it came to the recapitalization of banks.”

Source: Reuters

In a recent Morgan Stanley survey, more than 40% of companies involved stated they were restraining spending at present,
solely in anticipation of America’s pending ‘fiscal cliff.’ This refers to the expiration of $600 billion (U.S.) worth of tax cuts and
spending programs in late 2012 and early 2013, adversely affecting GDP growth by about 4% - 5% if Washington doesn’t
act. Recessionary pressures are building and at a time when
the pace of U.S. economic activity has precious little cushion.”

Thursday, August 9th
•

The Commerce Department reports the U.S. trade deficit narrowed to $42.9 billion (U.S.) in June – its lowest level since December 2010 – from $48 billion (U.S.) in May

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 6,000 to 361,000 in the week
ended August 4th. while continuing claims increased by 53,000
to a seasonally adjusted 3.33 million in the week ended July
28th. The number of people who have exhausted their traditional benefits but are now receiving emergency or extended
benefits under state or federal programs declined by 214,367 to
5.75 million in the week ended July 21st.

•

The National Bureau of Statistics reports China’s factory output increased by 9.2% in July on a year-over-year basis, but
below analyst expectations. Yao Wei, an economist at Societe
Generale SA in Hong Kong commented: “To date, China’s (monetary) easing policies have not been fully passed through to the
real economy, so we expect the government to focus more on
the implementation of already announced measures.” Separately, the value of China’s home sales declined by 14.5% to
454.4 billion yuan ($71.5 billion U.S.) in July from the June figure, as the government vowed to maintain curbs on the property
market to ensure that housing remains affordable. Zhao Zhenyi,

Sir John Gieve

Source: Daily Telegraph U.K.
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•

Front Page Headline, Daily Telegraph U.K. – “ECB Determined to Intervene Strongly in Bond Markets: Christian Noyer. In an interview
with Le Point magazine, Governor of the Bank of France and member of the ECB governing council, Christian Noyer stated: ‘Don’t have
any doubt about the determination of the governing council and its capacity to act within the terms of its mandate. Our operations will
be of sufficient size to have a strong impact on the (bond) markets. The ECB is determined to bring down the excessive financing costs
hurting Spain and Italy. We should be ready to intervene very soon, prioritizing short-term debt markets.”

Governor of the Bank of France Christian Noyer

•

Source: Bloomberg

Front Page Headline, Daily Telegraph U.K. – “Tony Blair Deeply Worried Britain Will Leave Euro Zone. In an interview with the German
newspaper Die Zeit, former British Prime Minister Tony Blair stated: ‘It is clear that the ongoing euro (sovereign) debt crisis could lead
to a powerful political change of the European Union (EU) and on this point I am deeply worried that Britain could decide by referendum
to leave the whole process. If more competences are transferred to the EU, then its democratic legitimacy must be reinforced as well.
Britain must play a strong role in this because we need a balance between European institutions and the nation states. If this is done
wrongly, we could create a political crisis that might become just as big as the euro (sovereign debt) crisis. People will not condone the
abolishment of the nation state.”

Former U.K. Prime Minister Tony Blair

Source: Andrew Crowley
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Friday, August 10th
•

The U.S. Department of Agriculture issues a survey-based estimate that the nation’s corn harvest – the world’s largest grower and exporter – will total 10.779 billion bushels (273.8 million metric tons) this year, down 13% from 12.358 billion bushels in 2011; citing drought
damage to corn fields in the Midwest from the hottest July since 1936. Crop conditions on August 5th. were the worst since 1988, as
69% of the Midwest experienced moderate to exceptional drought conditions. Corn prices have surged by 63% since mid-June to an
all-time high of $8.49 (U.S.) per bushel this week on the Chicago Board of Trade. William Tierney, chief economist for Chicago-based
AgResource Co., commented: “The U.S. drought means that global corn supplies will be critically tight for the next year. Livestock and
milk-product prices will have to increase to cover the higher feed costs. Eventually, global consumers will have to pay the bill.”

•

Front Page Headline, Business Insider – “U.S. Housing Foreclosure Starts Increase. Realty Trac reports U.S. housing foreclosure starts
– default notices or scheduled foreclosure auctions – rose by 6% on a year-over-year basis in July. This represents the third consecutive monthly increase following 27 consecutive months of declines. On an annual basis, the housing foreclosure starts rose in 27 states;
soaring 201% in Connecticut and 164% in New Jersey; as well as 139% in Pennsylvania. Such increases in foreclosure starts suggest
that a tidal wave of foreclosures is building, especially in states with a judicial foreclosure process.”

•

China’s customs bureau reports from Beijing that the nation’s export shipments increased by only 1% in July on a year-over-year basis,
following an 11.3% increase in June. Separately, the Bank of China reports new domestic-currency lending totaled 540.1 billion yuan
($85 billion U.S.), compared with 919.8 billion yuan in June. Liu Li-Gang, a Hong Kong-based economist at Australia and New Zealand
Banking Group Ltd. commented: “Monetary policy easing must become more aggressive during the remainder of the year. China risks a
hard (economic) landing, so the government may lower the banks’ reserve requirements very soon.”

Containers stacked at the Yangshan Deep Water Port in Shanghai.

Source: Bloomberg News
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•

Front Page Headline, Wall Street Journal – “U.S. Postal Service Reports Big Loss in Third Fiscal Quarter. Postmaster Patrick Donahoe
announces a $5.2 billion (U.S.) loss for the third quarter fiscal ended June 30th. noting: ‘We will do everything possible to ensure that the
mail is delivered. Losses and defaults will continue, despite cost-cutting efforts, unless Congress passes a postal-overhaul bill. Congress
needs to act responsibly and move on this legislation.’ The U.S. Senate passed postal-overhaul legislation earlier this year, but the House
has neither taken up the bill, nor, adopted a plan drafted by Republicans. Senator Tom Carper (D-Del.), one of the bill’s authors, commented: ‘I’m not sure how much more evidence leaders in the House of Representatives need before they realize that the Postal Service
is in dire straits.”

•

Front Page Headline, Dow Theory Letters – “An Early Warning that Interest Rates Are Heading Up. Richard Russell writes: ‘Remember,
last year S&P downgraded the U.S. sovereign debt credit rating from ‘AAA’ to ‘AA’ (High), the first time in history that the rating on the
sovereign debt of the U.S. has been lowered. Now, we’re moving ever closer to the ‘fiscal cliff’ – when taxes will be raised and spending
will be cut – thereby, almost guaranteeing a severe recession. Will the politicians in Washington let it happen? Well, stranger things have
occurred … Wait, don’t laugh away this little upward gap in the (yield) of the 10-year Treasury note. Until recently, U.S. Treasurys have
represented the world’s ultra-safest haven (i.e.) the safest place on the planet to store your money. So, could this little rally in the yield
of the Treasury 10-year note mean that the world no longer believes U.S. Treasurys are the number one safest place to store money?”
This week the U.S. Treasury 10-year yield closed at 1.66%, up 20 basis points from an intra-day low of 1.45% set in July. See
also, Economic Winter, The Pathology of Debt and Erosion of Civil Liberties in America – U.S. Treasurys Will Lose Their ‘Safe
Haven’ Appeal, February 1, 2012.
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CLOSING LEVELS FOR FRIDAY, AUGUST 10TH.

WEEKLY CHANGE

Dow Jones Industrial Average

13,207.95

+ 111.78 points

Spot Gold Bullion (September)

$1,622.80 (U.S.)

+ $13.50 per oz.

11,890.89

+ 228.30 points

1.66%

+ 9 basis points

100.85 cents (U.S.)

+ 1.02 cent

U.S. Dollar Index Future (Spot Price)

82.556 cents

+ 0.241cent

WTI Crude Oil (September)

$92.87 (U.S.)

S&P / TSX Composite
10-Year U.S. Treasury Yield
Canadian Dollar

+ $1.47 per barrel
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