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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, November 26th

Front Page Headline, Wall Street
Journal – “Euro Zone Finance Ministers Propose Greek Plan to IMF.

Monday, November 26th
Meeting again in Brussels, the International Monetary Fund and euro zone finance ministers attempt to forge an agreement enabling Athens to receive 44 billion euros ($57.09 billion U.S.) in long-delayed bailout money, while bringing
Greece’s debt load to a more manageable level. According to EU officials, euro zone governments are prepared to
lower the interest rates they charge Athens for loans; redistribute capital gains they expect to collect from Greek
bonds held by the European Central Bank (ECB) and give Greece a longer time frame to repay its debts. Irish Finance
Minister Michael Noonan commented: ‘On Saturday, we were attempting to establish a common position which is being
proposed to the IMF today.’

IMF Managing Director Christine Lagarde arrives in Brussels

Source: Reuters

Monday November 26, 2012

•

Britain’s Prime Minister David Cameron announces the Governor of the Bank of Canada, Mark Carney, will succeed Sir
Mervyn King as Governor of the Bank of England in the summer of 2013. Under a new financial system established
by the U.K. government following the financial crisis, Mr. Carney will assume responsibility for the health of the British
financial system. In addition, the central bank will directly regulate and oversee banks and other financial institutions.
The pressures facing the new BOE governor are immense. Not only, must he make decisions regarding continuing
the central bank’s aggressive money-printing program, but also, he must ensure that the institution’s independence
and reputation are not sullied by an ongoing investigation into commercial banks’ manipulation of benchmark interest
rates, such as the Libor rate. Simon Hayes, an economist at Barclays, commented: “This is a new job! Previously,
the focus was mainly on monetary policy. Now, it is about financial stability, monetary policy and macro-prudential
policy. The key is to establish the right mix of policy, while making certain there is proper coordination with the (U.K.)
Treasury.”

Has Governor Carney bitten off more than he can chew?

•

Source: Reuters

The U.S. Securities and Exchange Commission announces Chairwoman Mary Shapiro will resign her post effective
December 14th. succeeded by Elisse Walter, an SEC commissioner. In a statement, Ms. Shapiro reflected: “It has
been an incredibly rewarding experience to work with so many dedicated SEC staff, who strive every day to protect
investors and ensure our markets operate with integrity. Over the past four years, we have brought a record number
of enforcement actions, engaged in one of the busiest rulemaking periods and gained greater authority from Congress
to better fulfill our mission.”

SEC Chairwoman Mary Shapiro

Source: Getty Images
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•

The National Statistics Institute (Istat) reports Italy’s consumer confidence index declined to a reading of 84.8 in November from a level of 86.2 in October, the lowest level since the monthly survey’s inception in 1996. Istat cited the
drop in consumer confidence was particularly acute in the metro-Rome region, where incomes are most dependent
upon the public sector – expected to be the next target for fiscal austerity. Raj Badiani, an analyst at IHS Global Insight, commented: “Italian consumers are struggling to cope with the continued squeeze on real household disposable
income and a (rising) unemployment rate which is close to reaching 11%.”

•

Front Page Headline, Business Insider – “Rosenberg’s 10-Point Plan to Solve America’s Fiscal Problem. Outlined
below is Gluskin Sheff Chief Economist’s Plan to remedy the U.S. fiscal deficit challenge:
1. Do not raise top marginal tax rates on income and capital. This will perversely distort the incentive system. It is not good enough to say the Bush tax cuts were always meant to be temporary – anything that has
been around for a decade is pretty well deemed to be permanent.
2. Broaden the tax base. Limit deductions. This is the way to make the tax system more progressive and
more efficient.
3. Reduce corporate tax rates. This will help make the overall revenue neutral and help build incentives to
invest, which in turn creates jobs.
4. Means-test entitlement programs. Raise contribution rates, again with a progressively primary goal
also. As for Social Security, it is time to raise the eligible retirement age, especially considering that life
expectancy is rising by just under one year every decade and especially since life expectancy is no longer
60 years (try 75) as it was when the program was initiated in 1935.
5. Reforms to immigration which allow foreign students to live and work after graduation. This will help to
ease the skills shortage besetting small manufacturers. Generating more taxpayers is a better policy than
raising tax rates on the most successful entrepreneurs.
6. Promote oil and gas development (leasing on public lands; encourage more pipeline expansion; encourage more shale gas development).
7. Introduce a national sales tax – i.e. a value added tax (VAT) – better to tax conspicuous consumption
than incomes. (Canada has done both this and entitlement reform. It can be done.)
8. Simplify and clarify financial regulation (as Roger Ferguson put it in the Wall Street Journal: “Be careful
not to put it in a one-size-fits-all regulatory environment that could lead to instability”).
9. Launch a full-scale war on health costs. According to the Wall Street Journal, three-quarters of the net
$10 trillion in the nation’s debt will be due to spiraling costs of Medicare and Medicaid. Introducing incentives to contain costs is essential – no more of this fee-for-service. You can’t work on the deficit and not
work on this – only 20% of the federal deficit is discretionary, after all.
10. Support a greater shift in resources towards education and research and development. This will do a
far more to stimulate sustainable job creation than maintaining a system which mobilizes finite taxation
resources to the housing market. It would take at least as much political courage to phase out mortgage
interest deductibility as it would to implement a national VAT.

Tuesday, November 27th
•

The Commerce Department reports U.S. durable goods orders were unchanged in October, citing reduced demand for
automobiles and aircraft; as well as a reversal in defense orders

•

The S&P/Case-Shiller 20-U.S. city composite index posted a 0.3% increase in September to the highest level in 3
years, reflecting a 3% increase on a year-over-year basis, citing continuing low mortgage rates and a modest decline
in inventories
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•

Front Page Headline, Wall Street Journal – “Greece’s Creditors Reach Bailout Deal, However Splits Linger.
Greece’s international creditors reached an agreement to end an impasse over the country’s rescue program and unlock long-delayed bailout payments; although the plan left European Union (EU) officials with an host of challenges
which could derail efforts to cut the government’s debt burden. Finance ministers from the 17-country euro zone
and the International Monetary Fund (IMF) arrived at an agreement in Brussels to cut Greece’s debt to a target level
below 124% of gross domestic product (GDP) by 2020. Euro Zone ministers also agreed to bring Athens’ debt target
to substantially lower than 110% of GDP by 2022. Eurogroup President Jean-Claude Juncker elaborated: ‘The agreement enables Greece to receive loans totaling about 44 billion euros ($57 billion U.S.) in four installments between
December 2012 and the end of March 2013; all predicated on Greece abiding by the terms of the bailout agreement.’
The accord aims to reduce Greece’s debt via a mix of initiatives including: reduced interest rates on loans to Athens.
The agreement also eases Greece’s financing requirements by delaying debt repayments by 15 years and interest
payments by 10 years. An EU official familiar with the talks commented: ‘Everybody knows that even 120% of GDP is
too large for Greece because unsustainable debt will continue to suppress outside investment and domestic demand.”
See also, Economic Winter, Will Germany Exit the European Monetary Union? (2) – Greece: Ask Not for Whom
the Bell Tolls, It Tolls for Thee, September 21, 2012.

Source: ZeroHedge.com
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•

Front Page Headline, Business Insider – “Rep. Eric Cantor (R-VA) Explains the GOP Position on the Fiscal Cliff.
‘We know at the end of this year taxes are going up on everybody – rich and poor alike – we have marginal rates going up, as well as capital gains, dividends, AMT, death tax etc. This is the so-called fiscal cliff … So, why would we
want to punish folks to see their taxes go up? Wakeup call to Mr. Cantor: The answer is because America has a
national debt of $16.4 trillion (U.S.).

The components of the U.S. fiscal cliff

Source: Credit Suisse

Wednesday, November 28th
•

The Commerce Department reports U.S. new home sales declined by 0.3% in October to an annual pace of 369,000,
citing a drop of 32.3 % in the Northeast, the area most affected by Hurricane Sandy.

•

In its latest Beige Book survey, the U.S. Federal Reserve reports the U.S. economy expanded at “a measured pace
over recent weeks. While hiring remained modest, consumer spending grew at a moderate pace in most districts,
except the Northeast.

•

Front Page Headline, Daily Telegraph U.K. – “Spain to Overhaul Banking Sector After EU Regulators Approve
Restructuring Plans. Bankia, Spain’s second largest savings bank announced it will report a loss of about 19 billion
euros this year and cut 6,000 jobs – about 28% of its work force – by 2015. In order to forestall bankruptcy, the bank
will receive 17.9 billion euros in emergency aid, in addition to the 23.5 billion euros of state aid last spring and the
restructuring plan will see Bankia close 1,100 branches.

•

Front Page Headline, Daily Telegraph U.K. – “Fitch Downgrades Argentina and Predicts Default. Fitch Ratings
announces it is cutting Argentina’s long term debt rating to ‘CC’ from ‘B’ and its short term rating to ‘C’ from ‘B’ – one
level above default – citing ‘a tense and polarized political climate, a deepening recession, public dissatisfaction with
high inflation, a weak infrastructure and currency.”
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Thursday, November 29th
•

Front Page Headline, Bloomberg News – “U.S. Student Loans Track High Delinquency Rate. The Federal Reserve
Bank of New York reports student loans surpassed credit cards posting the highest delinquency rate among U.S. consumer debts during the 3rd. quarter ended September 30th. Steven Wieting, director of economic and market analysis
at Citigroup in New York, commented: ‘Student loan debt is crowding out other consumption … Borrowing for education
will have potentially lasting effects on U.S. demand for houses, cars and other big-ticket items.’

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 23,000 to 393,000 in the
week ended November 24th. while continuing claims fell by 70,000 to 3.29 million in the week ended November 17th.
Those people who have exhausted their traditional benefits but now are receiving emergency or extended benefits
from state or federal programs declined by 37,747 to 2.16 million in the week ended November 10th.

•

The Commerce Department reports U.S. household purchases rose by a downwardly revised 1.4% in the 3rd. quarter,
previously reported as a 2% gain. Separately, however, the U.S. gross domestic product (GDP) expanded at a 2.7%
annual rate in the 3rd. quarter, previously estimated at a 2% pace, citing growing inventories, strong federal government spending and robust exports.

•

The Ministry of Economy, Trade and Industry reports Japan’s industrial production rose by 1.8% in October, citing a
resumption of electronics sales to China. Junko Nishioka, an RBS Securities economist in Tokyo, noted: “As firms
make progress in destocking electronics products, we are expecting a bottoming in production around the year-end.”

•

Thomson Reuters reports the 16 major U.S. retailers it tracks posted gains in same store sales – at outlets which have
been operational for at least a year – of only 1.6% in November. While leading retailers Target, Kohl’s, Macy’s and
Nordstrom all reported lower same store sales; online holiday shopping recorded significant gains.

•

In its Financial Stability Report, the Bank of England warned: “Britain’s big four banks – RBS, Lloyds, Barclay’s and
HSBC – may need to establish 15 billion pounds of additional reserves for consumer loans and European debt; a further 4 billion pounds to 10 billion pounds to cover fines and customer compensation and between 5 billion and 35 billion pounds to meet regulatory risk standards.” Bank of England Governor Sir Mervyn King elaborated: “The potential
losses distort the picture of the banks’ health, so lenders may have to raise capital, or take steps to restructure. The
danger to be avoided is that of inadequately capitalized banks holding back our (economic) recovery … It has been
made very clear that the Treasury doesn’t want to put more money into the state-owned banks. The markets have
lost confidence in the banks due to their complex and opaque numbers; so in order to recover investors’ trust, lenders
must set aside capital for unexpected losses and for potential compensation and fines over customer mis-selling and
Libor rate rigging. Also, risk levels need to be calculated more prudently.”

•

Front Page Headline, Daily Telegraph U.K. – “Greek Agreement in Jeopardy as IMF Threatens Walk-Out on Debt
Repurchase Impasse. The International Monetary Fund disclosed that it will not disburse funds under its obligation
in the EU-IMF Greek bailout package unless the euro zone delivers on a bond buy-back scheme; which is supposed to
reduce Greece’s debt burden by 10% of GDP and is deemed crucial for restoring long term (economic) viability. The
dispute surfaces as Moody’s warns: ‘The EU-IMF agreement to unlock 44 billion euros in bailout payments to Athens
merely papers over cracks and does little to alleviate Greece’s extreme economic and social fragility. We believe that
Greece’s debt burden remains unsustainable. There can be no lasting solution until EU states and official creditors
agree to write down their holdings, now the lion’s share.’ Private investors are furious at demands that they take a
second haircut of 70% of residual holdings, after already taking a 53.5% loss earlier this year, while official creditors
still refuse all losses. Yesterday, Greek banks informed Finance Minister Yannis Stournaras that they cannot take part
in the buy-back plan unless the troika-imposed terms of Greece’s bank recapitalization scheme are relaxed. They still
hold 22 billion euros of Greek bonds, mostly used as collateral for raising money under the European Central Bank’s
emergency liquidity assistance (ELAs). Under the buy-back plan, investors sell their bonds back to Greece at a 70%
discount, i.e. last week’s market price. Greece in turn borrows the money from the euro zone bailout funds. Hung
Tran, an official of the Institute of International Finance (IIF) elaborated: ‘Debt restructuring was clearly explained
to investors as a one-off, as unique, not to be repeated. If they do restructure again, their own credibility is at risk.”

•

Front Page Headline, Daily Telegraph U.K. – “Citigroup Sentences Europe to Faster Economic Death. Citigroup’s
year-end forecast – Prospects for Economies and Financial Markets in 2013 and Beyond – is, in essence, a celebration of American revival and ascendancy. It sentences Europe to a slow economic death. Citigroup’s Chief Economist
William Buiter declared: ‘Europe will left behind as an outpost of (economic) stagnation in a G2 world dominated by
the United States and China, with a string of emerging powers gaining ground but still far behind. The euro zone’s
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nominal GDP growth will decline from 78% of U.S levels this year to 66% by 2025. India will overtake Germany by
2020. In other words, a slow asphyxiation along with the rest of the European Monetary Union (EMU). In the euro
area, we expect a continued recession in 2013 and 2014; plus prolonged (economic) weakness over the next few
years; (replete) with ongoing financial strains such as a Greek exit from the European Monetary Union (EMU) and a
series of sovereign debt restructurings … While the European economies still have underlying potential to grow, we
expect that private sector deleveraging, a weak banking system, early fiscal austerity and financial strains resultant
from flawed EMU structures will continue to limit (consumer) demand for an extended period of time.”

Friday, November 30th
•

Front Page Headline, Bloomberg News – “Moody’s Downgrades Credit Ratings of EFSF and ESM. Moody’s Investors Service cites a high correlation of credit risk present among the EU bailout funds’ largest financial supporters.
Both the European Financial Stability Facility’s credit rating and the provisional credit rating for the European Stability
Mechanism were downgraded to ‘AA’ (High) with a negative outlook from ‘AAA’. According to data compiled by Bloomberg, the EFSF has about 161.8 billion euros ($210.1 billion U.S.) of European Union sovereign debt on its balance
sheet, while the ESM, its successor fund, has yet to become operational. Nicholas Spiro, Managing Director of Spiro
Sovereign Strategy in London, commented: ‘The EFSF’s credit rating is at the mercy of the creditworthiness of its EU
sovereign backers. Another downgrade of the EFSF would reveal how the creditworthiness of the euro zone’s bailout
fund itself is being affected by the worsening economic conditions in the core.”
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•

Front Page Headline, Sprott Asset Management – “Gold: Solution to the Banking Crisis. ‘If the Basel Committee
decides to grant gold a favourable liquidity profile under its proposed Basel III framework, it will open the door for
gold to compete with cash and government bonds on bank balance sheets and provide banks with an asset which
actually has the opportunity to appreciate (in value.). Given that short-term U.S. Treasury bonds trade on such a low
yield basis today, if offered the choice of the ‘liquidity trifecta’ of cash, government bonds or gold to meet Basel III
liquidity requirements, why wouldn’t a bank choose gold? From a purely ‘opportunity cost’ perspective, it makes much
more sense for a bank to improve its balance sheet liquidity profile through the addition of gold, than it does by holding more cash or government bonds; if the banks are given the freedom to choose. The world’s non-Western central
banks have already embraced this concept with their foreign exchange reserves, which are vulnerable to erosion from
‘Central Planning’ printing programs. This is why non-Western central banks are on track to buy at least 500 tonnes
of net new physical gold this year, adding to the 440 tonnes they collectively purchased in 2011. In the unregulated
world of central banking, gold has already been accepted as the de-facto forex diversifier of choice; so why shouldn’t
the regulated commercial banks be taking note and following suit with their balance sheets? After all, gold is one of
the only assets they can own simultaneously, which will actually benefit from their respective participation through
pure price appreciation. If banks all bought gold as the non-Western central banks have, it is likely that they would all
profit while simultaneously, improving their liquidity ratios. If they all acted in concert, gold could become the salvation of the banking system.”

•

Front Page Headline, DShort.com Advisor Perspectives – “PCE and GPDI Historical Trend Divergence. The chart
below depicts the inverse behavior of personal consumption expenditures and gross private domestic investment during recessions.”
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CLOSING LEVELS FOR FRIDAY, November 30th

WEEKLY CHANGE

Dow Jones Industrial Average

13,025.58

+ 15.90 points

Spot Gold Bullion (December)

$1,712.70 (U.S.)

– $38.70 per oz.

12,239.36

+ 26.12 points

1.65%

– 4 basis points

100.64 cents (U.S.)

– 0.11 cent

79.96 cents

– 0.257 cent

$88.91 (U.S.)

+ $0.63 per barrel

S&P / TSX Composite
10 - Year U.S. Treasury Yield
Canadian Dollar
U.S. Dollar Index Future (Spot Price)
WTI Crude Oil (November)
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“Those who cannot remember the past are condemned to repeat it.” Santayana

