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 THAT WAS THE WEEK THAT WAS
U N D E R S T A N D I N G  T H E  L O N G W A V E  E C O N O M I C  A N D  F I N A N C I A L  C Y C L E

Monday, November 19th       

The surplus powers of the European Monetary Union (EMU) have loaned money at a theoretical profit and issued 
guarantees to Europe’s twin bailout funds, covering Greece, Ireland, Portugal, Spain and soon Cyprus.  They have 
assumed opaque and potentially huge liabilit ies via the European Central Bank (ECB) … At last, we are nearing the 
awful moment when the curtain will be ripped away.  Greece’s economy has contracted by 7% over the past year and 
public debt will spiral upwards to 190% of gross domestic product (GDP) in 2013.  Putting aside the gothic horror of 
youth unemployment at 58%, Greece’s debt trajectory is simply out of control.  

The International Monetary Fund (IMF) believes Greece cannot claw its way back to viability unless European Union 
governments and institutions agree to a debt haircut.  The IMF’s board and the powers behind it – the United States, 
China, Japan, Brazil – will withdraw if the current farce continues … Der Spiegel (The Mirror) has calculated the 
looming cost for Germany in excess of 17 bill ion euros, enough to create a significant gap in the country’s fiscal 2014 
budget.  A line item would have to be written into the finance bill.  German Chancellor Angela Merkel would have to 
explain to critics on the Left and the Right in the Bundestag, not only why her past assurances had come to nought, 
but also, why anyone should believe new assurances that Portugal is a safer bet.  German taxpayers would at last 
discern – as some already suspect – that their elites have led them into a monetary Stalingrad.  Mrs. Merkel was stil l 
trying to avoid the ghastly implications of this last week.  Following a meeting with the French, she insisted: ‘There 
will be no taxpayer losses.  Or course, we did not talk about debt haircuts since our view has not changed, nor should 
it.”  See also, Economic Winter, Will Germany Exit the European Monetary Union? (2) – The Constitutional Court 
Passes the ESM Baton to the Bundestag, September 21, 2012. 

Is Chancellor Merkel pondering her re-election prospects for September 2013?          Source: Daily Telegraph U.K.

Monday, November 19th 
Front Page Headline, Daily Telegraph 
U.K. – “Merkel’s Day of Reckoning /
Taxpayer Haircut on Greece Looms.     
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The Washington-based National Association of Realtors reports U.S. existing home sales rose by 2.1% to an annual 
pace of 4.79 mill ion units, citing record low mortgage rates and declining inventories.  Separately, the National As-
sociation of Home Builders / Wells Fargo index of builder confidence rose to a reading of 46 – the highest level since 
May 2006 – from a reading of 41 in October, citing an increase in demand for new homes.

The Palestinian militant group Islamic Jihad reports an Israeli air strike on a Gaza media centre has kil led Ramez 
Harb, a leading figure in their Al Quds Brigades.   

 

The Hamas TV station Al Aqsa is located on the top floor.

Source: Reuters News

   

Front Page Headline, Daily Telegraph U.K. – “Britain Is in an Economic War: Cameron.  In a speech to the annual 
London conference of the Confederation of British Industry, U.K. Prime Minister David Cameron stated: ‘When this 
country was at war in the 1940’s, Whitehall underwent a revolution.  Normal rules were circumvented and convention 
was thrown out.  As one historian put it, everything was thrown at the overriding purpose of beating Hitler.  Well, this 
country is in the economic equivalent of war today and we need the same spirit.  We need to forget about crossing 
every‘t’ and dotting every ‘i ’ and we need to throw everything we’ve got at winning in this global race.’  Mr. Cameron 
also promised the government will be much faster at making decisions, allowing new railways, roads and energy in-
frastructure to be built quickly.”

British Prime Minister David Cameron            Source: Stefan Rousseau / PA Wire
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Front Page Headline, Daily Telegraph U.K. – “Moody’s 
Downgrades France’s Credit Rating.  Moody’s Inves-
tors Service downgrades France’s sovereign debt cred-
it rating to ‘AA1’ from ‘AAA’ citing ‘the country’s long-
term gross domestic product (GDP) outlook had been 
adversely affected by its inflexible labour market and 
low levels of innovation eroding its competitiveness 
and industrial base.  Moody’s notes that the predict-
ability of France’s resilience to further shocks in the 
euro zone is diminishing, while the nation’s exposure 
to the highly indebted countries, such as Spain and 
Greece, is disproportionately high.  Further shocks to 
sovereign and bank credit markets would further under-
mine financial and economic stability in France; as well 
as in other euro area countries.  The impact of such 
shocks would be expected to be felt disproportionately 
by more highly indebted governments such as France.”

Tuesday, November 20th       

The Commerce Department reports U.S. housing starts 
rose by 3.6% in October to a seasonally adjusted an-
nual pace of 894,000 units, the highest level since July 
2008.  Separately, U.S. building permits declined by 
2.7% in October to an annual rate of 866,000.  Permits 
for single-family homes rose by 2.2% to an annual pace 
of 562,000, while permits for multi-unit structures de-
clined by 10.6%.

Front Page Headline, Wall Street Journal – “Dutch 
Economy Woes Deepen.  The Dutch statistics agency 
reports the euro zone’s fifth largest economy contract-
ed by 1.1% in the 3rd. quarter – one of the European 
Union’s worst 3rd. quarter results – citing a 1% drop in 
consumption on a year-over-year basis, a 6.4% decline 
in investment and a substantial slowing in exports.  
While the Dutch government is one of the euro zone’s 
stalwarts – with a strong credit rating and relatively 
small debt burden – Dutch households are carrying 
some of the largest mortgage debts in Europe and real 
estate prices are fall ing.  Obviously, the combination 
of fall ing house prices and highly indebted households 
has negatively impacted domestic consumption.”  

Front Page Headline, Wall Street Journal – “Hewlett 
Packard Claims Fraud at Autonomy.  Technology gi-
ant Hewlett Packard reports an $8.8 bill ion (U.S.) 3rd. 
quarter write down of its U.K. software unit named Au-
tonomy, which it acquired for over $10 bill ion (U.S.) 
in October 2011 and citing accounting irregularities.  
Hewlett Packard Chief Executive Officer Meg Whitman 
announced: “An internal investigation has revealed 
serious accounting improprieties and outright misrep-
resentations by Autonomy’s leadership.  Specifically, 
before it was acquired, Autonomy mischaracterized 

some sales of low margin hardware as software and 
recognized some deals with partners as revenue even 
when a customer never bought the product.  According-
ly, Hewlett Packard has alerted the U.S. Securities and 
Exchange Commission and the U.K. Serious Fraud Of-
fice and requested that they open an investigation.  We 
are also seeking recourse through private lit igation.”  

Front Page Headline, New York Times – “Former 
SAC Capital Trader Charged with Insider Trading 
Scheme.  In what they termed ‘the most lucrative in-
sider trading scheme ever charged,’ New York federal 
prosecutors fi led a criminal case against Matthew Mar-
toma, a former trader at CR Institute – a division of SAC 
Capital – charging him with making $276 mill ion (U.S.) 
in il legal profits by obtaining confidential information 
about a drug trial for an Alzheimer ’s drug developed 
by the pharmaceutical companies Elan and Wyeth.  Mr. 
Martoma received the information from Sidney Gilman, 
a neurology professor at the University of Michigan, a 
leading expert in Alzheimer ’s disease.  Mr. Gilman is 
cooperating with the government and has entered into 
a non-prosecution agreement with the United States 
attorney’s office in Manhattan.”

Front Page Headline, New York Times – “Bernanke 
Urges Swift Congressional Action on Fiscal Cliff.  
In a speech to the Economic Club of New York, Fed-
eral Reserve Chairman Ben Bernanke stated: ‘Uncer-
tainties about the situation in Europe and especially 
about the prospects for federal fiscal policy seem to be 
weighing on the spending decisions of households and 
businesses; as well as on financial conditions.  Such 
uncertainties will only be increased by discord and de-
lay … I would strongly urge Congress to come to an 
agreement and avoid the sudden and severe combina-
tion of tax increases and spending cuts coming at the 
end of the year.  A fiscal shock of that size would send 
the (U.S.) economy back into recession … and I do not 
believe I have the tools necessary to offset it.”

Wednesday, November 21st       

The Labor Department reports U.S. initial claims for 
state unemployment benefits declined by 41,000 to a 
seasonally adjusted 410,000 in the week ended Novem-
ber 17th. while continuing claims declined by 30,000 to 
3.34 mill ion in the week ended November 10th.  Those 
people who have exhausted their traditional benefits, 
but are now receiving emergency or extended benefits 
under state or federal programs, rose by about 62,000 
in the week ended November 3rd.  A Labor Department 
official commented: “Our numbers continue to be dis-
torted as a result of Hurricane Sandy.  States are fi l ing 
excess claims.” 
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The Finance Ministry reports Japan’s exports totaled 
53.5 tri l l ion yen ($653 bill ion U.S.) in the January 
through October period – down 2.3% from the same 
period in 2011 – posting a record trade deficit of 5.3 
tri l l ion yen year-to-date; citing a contraction in Euro-
pean economies and a diplomatic dispute with China 
over the sovereignty of the Senkaku Islands.  Kiichi Mu-
rashima, an economist at Citigroup Inc. in Tokyo com-
mented: “There is no doubt that the Japanese economy 
is already in a recession.  Political pressure for further 
monetary easing is building and we expect the Bank of 
Japan will take additional measures in January (post 
the December 16th. election.)”

Containers are stacked at a shipping terminal in Tokyo.   Source: Bloomberg

Markit Economics – a financial information firm – re-
ports its preliminary U.S. purchasing managers’ index 
(PMI) for the manufacturing sector rose to a reading 
of 52.4 in November, following a level of 51.0 in Octo-
ber, citing output in the sector and domestic new orders 
grew at their fastest pace since June.  

Front Page Headline, Times of London – “Clinton An-
nounces Israel-Hamas Ceasefire.  Speaking at a joint 
press conference with U.S. Secretary of State Hill-
ary Clinton, Egyptian Foreign Minister Kamel Amr an-
nounced that Israel and the Palestinian militant group 
Hamas have agreed to a ceasefire – after intensive in-
ternational negotiations brokered by Egypt – effective 
at 9:00 p.m.  The agreement was confirmed in Jerusa-
lem by Israeli Prime Minister Netanyahu.  Mrs. Clinton 
described the ceasefire as: ‘a critical moment for the 
region with Egypt’s new government assuming a role of 
responsibility and leadership to help broker the truce.  
The people of this region deserve the chance to live 
free of fear and violence.  In the days ahead, the United 

•

States will work with partners across the region to con-
solidate this process, improve the conditions for the 
people of Gaza and provide security for the people of 
Israel.  Ultimately, every step must move us towards a 
comprehensive peace for all the people of the region.”

The destroyed Interior Security Ministry in Gaza City               

Source: Times of London

Front Page Headline, Daily Telegraph U.K. – “Ad-
ditional Government Borrowings a Challenge for 
Chancellor Osborne.  In advance of his critical au-
tumn statement, Britain’s Chancellor of the Exchequer 
George Osborne has been dealt a blow with the release 
of public finance figures revealing the government bor-
rowed 8.6 bill ion pounds in October, an increase of 2.7 
bill ion pounds over October 2011.  The Institute for 
Fiscal Studies (IFS) – a respected think-tank – noted: 
‘The latest numbers put the Chancellor on a course to 
borrow 13 bill ion pounds more than budgeted for this 
year.’  In December, the Office for Budget Responsibil-
ity (OBR) will issue its report on the U.K. economy and 
judge whether Mr. Osborne will hit his targets on the 
public finances.  At present, most economists expect 
his fiscal 2016 target for public debt as a percentage of 
GDP to be missed.  Rachel Reeves, Labour ’s shadow 
chief secretary to the Treasury, commented: ‘Chancel-
lor George Osborne is borrowing bill ions more pounds 
simply to pay for the cost of his economic failure.  
With long-term unemployment rising and our economy 
flatlining, the welfare bill is now soaring while business 
tax receipts are down.”

•

http://www.thetimes.co.uk/tto/news/world/middleeast/article3607555.ece#tab-4
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Britain’s Chancellor of the Exchequer George Osborne

Source: Daily Telegraph U.K.  

Thursday, November 22nd U.S. Thanksgiving Day Holiday    

Front Page Headline, Globe and Mail – “Desperation, Hopelessness Mark Spain’s Economic Pain.  On the edge of 
Barcelona’s medieval quarter, near the port that welcomed Christopher Columbus home from his first voyage to the 
New World, l ies a densely populated area whose contrasts are striking: It vibrates with energy, diversity and commu-
nal support, while stricken with crushing unemployment, homelessness and street gangs.  On one short block alone 
in El Raval, the storefronts include the Centre Cultural de Bangladesh, a Spanish hardware shop, Gastro Bar Africa, 
the Maharajah Restaurant and a second-hand appliance shop where fridges cost as litt le as 50 euros.  However, with 
one of the highest regional jobless rates, there is a sense of desperation and hopelessness (in the neighbourhood).  
While no official figures are available, local merchants say the unemployment figure in El Raval ranges from 50% to 
70%.  The numbers are credible, given Spain’s official unemployment rate of 25%, the highest among western nations.  
Youth unemployment is a crippling 54% and both numbers are rising, as the Spanish economy contracts and the euro 
zone lands in a double-dip recession.  Socially speaking, Spain has been calmer than some other countries even as 
3.2 mill ion jobs have disappeared since 2007, when the housing market peaked, then crashed with devastating impact.  
It has not seen riots as violent as those which have torn Athens apart, most recently as last February, when about 40 
buildings in the centre were heavily damaged, or gutted when mass demonstrations turned ugly.  However, Spain may 
be on the verge of a greater labour upheaval as job prospects disappear for a generation of young people.”  See also, 
Economic Winter, Will Germany Exit the European Monetary Union? (2) – The Pain in Spain Is Far From on the 
Wane (2), September 21, 2012.

A homeless man rests on a street in El Raval.                  Source: The Globe and Mail 
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HSBC Holdings Plc reports its purchasing managers’ index for China’s manufacturing sector rose to a reading of 50.4 
in November, following a level of 49.5 for October.  In a note to clients, Qu Hongbin, an economist at HSBC in Hong 
Kong, commented: “China’s economic recovery continues to gain momentum, however, it is stil l in the early stage and 
global economic growth remains fragile.”

Statistics Canada reports the nation’s retail sales edged 0.1% higher to $39.1 bill ion (CAD) in September, led by new 
car sales which rose by 0.9%.  Robert Kavcic, an economist at BMO Capital Markets, commented: “In addition to 
slower domestic consumer credit growth, this American Thanksgiving weekend’s likely stampede of shoppers south of 
the border will highlight the other challenges: a Canadian dollar near parity, more generous duty-free limits and more 
aggressive U.S. sale prices.” 

Front Page Headline, Business Insider – “The 20 Biggest Tax Expenditures of the U.S. Government.  The bar chart 
i l lustrated below depicts the 20 most significant deductions of the U.S. tax code, costing the federal government $945 
bill ion (U.S.) in fiscal 2012.

                                                                                                   Source: Neal Soss, Credit Suisse

Friday, November 23rd    

The Munich-based Ifo Institute reports its business climate index – based upon a survey of 7,000 executives – rose 
to a reading of 101.4 in November from a level of 100 in October, the first gain in eight months.  Carsten Brzeski, an 
economist at ING Group in Brussels, commented: “Truly, this is a positive surprise, however, it certainly doesn’t mean 
that German companies now expect an economic boom.  It’s more that they don’t want to join the chorus of the doom-
and-gloom merchants, but they know we’re not over the worst (yet).    

The Conference Board of Canada reports its index of consumer confidence declined to a reading of 80.3 in November 
following a level of 81.1 in October, citing consumer attitudes towards major purchases were more pessimistic



Monday November 19, 2012

Front Page Headline, National Post – “Egyptian President Morsi Decrees New Sweeping Powers for Governance.  
Morsi’s aides explained: ‘The presidential decree was intended to accelerate a protracted transition (of government) 
that has been hindered by legal obstacles’ but Morsi’s rivals condemned him as an autocratic pharaoh who wants to 
impose his Islamist vision on Egypt.  Violent protests were quick to erupt in Cairo.”

Protestors confront riot police in Tahir Square, Cairo         Source: Reuters 

Front Page Headline, Daily Telegraph U.K. – “Budget Talks Collapse at EU Summit.  Talks on a new European Union 
budget collapsed after British Prime Minister David Cameron gained German support in an argument with France 
concerning his demands for additional spending cuts.  The Prime Minister accused Brussels of ‘ l iving in a parallel uni-
verse’ and stated there could not be an ‘agreement at any cost.  We’re not going to be tough on budgets at home and 
then come over here and sign up to an increase.  Frankly, the deal on the table was neither good enough for Britain, 
nor was it good enough for a number of countries.  In the U.K. we are cutting administrative budgets by as much as 
one-third and civil service staff by 10% over two years.  None of this has been easy.  Meanwhile Brussels continues 
to exist as if it is in a parallel universe.  EU institutions must adjust to the real world.  The European Commission (EC) 
did not offer one single euro in savings, not one euro – insulting to European taxpayers.  I do not think that is good 
enough.  Two hundred EU staff members earn more than I do.  I am calling for a 10% cut to the overall salary level in 
Brussels.  The British people expect us to fight hard for the best deal for them and that is what I will continue to do.”

 
CLOSING LEVELS FOR FRIDAY, November 23rd 
 

  
WEEKLY CHANGE 

 
Dow Jones Industrial Average                  

 
13,009.68                     

 
+ 421.37 points 

 
Spot Gold Bullion (December)                 

 
$1,751.40 (U.S.)          

 
+ $36.70 per oz. 

 
S&P / TSX Composite                              

 
12,213.24                    

 
+ 335.52 points  

 
10 - Year U.S. Treasury Yield                    

 
1.69%                          

 
+ 9 basis points 

 
Canadian Dollar                                        

 
100.75 cents (U.S.)     

 
+ 0.85 cent 

 
U.S. Dollar Index Future (Spot Price)      

 
80.217 cents                

 
– 0.855 cent 

 
WTI Crude Oil (November)                     

 
$88.28 (U.S.)              

 
+ $1.61 per barrel   
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“Those who cannot remember the past are condemned to repeat it.” Santayana


