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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, December 16th
The Federal Reserve reports U.S. industrial production – which measures the output of manufacturers,
utilities and mines – rose by a seasonally adjusted
1.1% in November, citing broadly based manufacturing production of automobiles, textiles, fabricated
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quarterly decline in gross domestic product (GDP), pushing
France back into a technical recession.”

metals, electrical equipment, appliances and furniture.
• Front Page Headline, Daily Telegraph U.K. – “Economists Fear
France on the Brink of Recession. London-based Markit Economics reports its preliminary estimate for France’s purchasing
managers’ index (PMI) declined to a reading of 47 in December,
a 7-month low. See chart below.
Chris Williamson, chief economist at Markit noted: ‘France increasingly looks like the new sick man of Europe, a second successive monthly PMI contraction could translate into another

TUESDAY, DECEMBER 17TH
•

The Labor Department reports the U.S. consumer price index
(CPI) was unchanged in November on a seasonally adjusted
basis, citing the lower cost of gasoline offset higher house prices
and higher air fares, while the core measure – which excludes
fuel and food – rose by 0.2%. Laura Rosner, an economist at
BNP Paribas SA in New York noted: “We probably have further
inflation weakness to witness as retailers adjust prices to reduce
inventories that we know recently boosted (GDP) growth.”
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•

•

The National Association of Homebuilders / Wells Fargo group
reports its housing market confidence index rose to a reading of
58 in December from a level of 54 in November. NAHB’s chief
economist David Crowe commented: “While part of December’s higher reading is a rebound from the (federal) government
shutdown, we continue to look for a gradual improvement in the
housing (market) recovery in 2014.”
Front Page Headline, Bloomberg News – “Fed’s $4 Trillion (U.S.)
Balance Sheet Holdings Draw Lawmakers’ Scrutiny. The U.S.
Federal Reserve’s balance sheet is poised to exceed $4 trillion
(U.S.), prompting warnings its record quantitative easing (monetary policy) is inflating asset price bubbles, just as Janet Yellen
prepares to assume the role of Chairwoman. Amid a Washington
panel discussion last week, former Fed Vice Chairman Donald
Kohn observed: ‘Among some Fed officials, there’s discomfort in
the sense that the Fed’s portfolio could grow almost without limit.
There is discomfort in the potential financial stability effects and
there’s some legitimacy in those discomforts.’ Jeb Hensarling,
Chairman of the House Financial Services Committee which
oversees the Fed, recently announced that he is planning ‘the
most rigorous examination and oversight of the Federal Reserve
in its history.”

•

The Commerce Department reports the U.S. current account
deficit narrowed to $94.8 billion (U.S.) in the 3rd. quarter, largely
resultant from less interest and dividends paid to foreign investors on U.S. investments; while the trade deficit on goods and
services increased by $2.6 billion (U.S.) to $120.7 billion (U.S.).

•

The Confederation of British Industry (CBI) reports its index of
U.K. factory orders rose to a reading of 11 in November – the
highest level in 18 years – from a reading of minus 4 in October,
citing a higher level of export orders driven by the chemicals and
motor vehicles sectors. CBI Director of Economics Stephen Gifford noted: “While risks remain in the euro zone and beyond, this
survey provides further evidence that the (domestic economic)
recovery is becoming more embedded.”

•

Front Page Headline, Daily Telegraph U.K. – “Italy’s President
Napolitano Fears Violent Insurrection in 2014. As the long economic slump continues, events in Italy are turning serious. In his
most recent speech, President Giorgio Napolitano has warned:
‘I’m fearful of widespread social tension and unrest during 2014.
Those living at the margins are being drawn into indiscriminate
and violent protest; a sterile lurch towards total opposition. The
recession is still biting hard and there is a pervasive sense that
it will be difficult to escape, to find a way back to full (economic)
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Democrats as they look to next year’s mid-term elections. Parties that control the White House suffer, sometimes significantly,
in mid-term campaigns when the president’s approval rating is
below 50%.”
See chart on following page.

growth.’ Thousands of Italian companies are on the brink of
collapse. Great masses of the working people are on the dole,
or are at risk of losing their jobs. A youth unemployment rate of
40% is leading to dangerous alienation.”

WEDNESDAY, DECEMBER 18TH

Students wrapped in an Italian tricolour during a Pitchforks
Movement protest in Turin. Source: EPA
•

•

Front Page Headline, MarketWatch News – ‘U.S. Senate Clears
Federal Budget by Vote of 64 – 36. The last Congressional
hurdle to a two-year federal budget agreement has been surpassed, as the U.S. Senate has voted 64 to 36 in favour of the
bill. The budget agreement, struck between Senator Paul Ryan
and Senator Patty Murray two weeks ago, sets spending levels
of just over $1 trillion (U.S.) for both the current fiscal year and
for fiscal 2015.”

•

Front Page Headline, Bloomberg News – “The Fed Tiptoes into
a Taper. Following a meeting of the Federal Open Market Committee (FOMC), at a press conference Federal Reserve Chairman Bernanke announced: ‘Reflecting cumulative progress (in
the economy) and an improved outlook for the job market, today the FOMC decided to modestly reduce the monthly pace at
which it is adding to the longer-term securities (holdings) on its
balance sheet to $75 billion (U.S.) from $85 billion (U.S.). Also,
the Fed Funds rate is likely to stay low well past the time that the
unemployment rate declines below 6.5%, especially if the projected inflation (rate) continues to trend below the Fed’s target of
2%. The action today is intended to maintain the level of accommodation the same overall and to push the economy forward.
We are committed to doing what is necessary to getting inflation
back to target.” Bernanke photo source: Bloomberg News.

•

Front Page Headline, Bloomberg News – “SAC Fund Manager
Steinberg Found Guilty of Insider Trading. SAC Capital Advisors’ Michael Steinberg, 41, is convicted of conspiracy and securities fraud, following a five-week trial in Manhattan federal
court. A jury found Mr. Steinberg guilty of using illegal tips on
technology stocks – provided by his former securities analyst
Jon Horvath – to reap in excess of $1.4 million (U.S.) in illicit
profits. U.S. District Judge Richard Sullivan, who presided over
the trial, set the sentencing date for April 25th. Each of the four

Front Page Headline, Washington Post – “U.S. President Obama
Suffers Most from Year of Turmoil. Photo below source: Associated Press

According to a new Washington Post – ABC News Poll, U.S.
President Barack Obama is ending his fifth year in office matching the worst public approval rating of his presidency, with record numbers of Americans saying they disapprove of his job
performance; since his once hefty advantages over Republicans
in Congress has eroded in many areas. His position is all the
more striking when compared with his standing a year ago, as
he was preparing for his second inauguration after a solid reelection victory. That high note proved fleeting, as the president
suffered a series of setbacks, culminating in the botched rollout
of his Affordable Care Act two months ago. Approval ratings
of both parties in Congress remain worse than Obama’s. Still,
it is the president who has suffered the most damage from his
administration’s self-inflicted wounds and a year of partisan conflict that included a partial showdown of the federal government.
Obama’s standing is of particular concern to congressional
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mortgage rules. In addition, U.S. lawmakers are working on
housing finance reform, focusing on the role of mortgage buyers
Fannie Mae and Freddie Mac.

counts of securities fraud of which Steinberg was convicted carries a maximum term of 20 years; while the conspiracy conviction carries a maximum term of 5 years.”
•

The Washington-based Conference Board reports its U.S. index of leading economic indicators rose by 0.8% in November
to a reading of 98.3 following a level of 97.5 in October. Ken
Goldman, a Conference Board economist, noted: “The November data reflect a U.S. economy that is expanding modestly,
discounting some renewal in activity after the (partial federal)
government shutdown.”

•

The Labor Department reports U.S. initial claims for state unemployment benefits rose by 10,000 to 379,000 in the week ended
December 14th. – nearly a nine-month high – while continuing
claims increased by 94,000 to 2.88 million in the week ended
December 7th. The number of Americans who have exhausted
their traditional benefits and are now receiving emergency or extended benefits from federal programs rose by about 125,100 to
1.37 million in the week ended November 30th., however, these
payments are now set to lapse at the year end, since Congressional Democrats – in a last-ditch effort – failed to extend these
unemployment assistance programs prior to the adjournment of
the House of Representatives last week for the Christmas holidays.

•

Front page Headline, Wall Street Journal – “EU Finance Ministers Agree on Bank Resolution System. European Union finance
ministers have agreed on a new system to centralize control of
failing euro zone banks. The agreement involves the design of

Former SAC Capital Advisors hedge fund manager Michael
Steinberg. Source: Bloomberg News
•

The Commerce Department reports U.S. housing starts rose by
22.7% in November to an annualized pace of 1.09 million units,
citing continuing historically low mortgage rates.

THURSDAY, DECEMBER 19TH
•

Front Page Headline, MarketWatch News – “Sales of Existing
Homes Slowest in Almost a Year. The National Association of
Realtors reports U.S. existing home sales declined by 4.3% in
November – the third consecutive month of decline – to a seasonally adjusted annual pace of 4.9 million units, citing modestly
higher mortgage rates, low inventory and higher house prices
negatively affecting levels of affordability. Meanwhile, the housing finance system is in somewhat of a state of flux with new
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the so-termed Single Resolution Mechanism (SRM), particularly
regarding its ability to access European taxpayer money as a
last resort. Commenting on the agreement, Michel Barnier, the
EU’s internal market commissioner declared: ‘Euro zone taxpayers will no longer foot the bill when banks make mistakes and
face crises.’ However, EU governments may be heading for a
clash with the European Parliament, which must approve the
compromise agreement before the law can enter into force and
critics have questioned whether Mr. Barnier’s promises will actually hold true. EU lawmakers agreed on their own version of the
SRM two days ago and it differs significantly from the one adopted by the finance ministers. Also, analysts and members of
the European Central Bank (ECB) have warned that the SRM’s
decision making procedures may be too complex and its financial buffers too small to safeguard against a major crisis.”
•

Front Page Headline, New York Times – “Congress Is Warned
Anew Not to Breach Statutory Debt Limit. In a letter to congressional leaders U.S. Treasury Secretary Jack Lew warned: ‘The
federal government may exhaust its cash position and be unable
to pay the country’s bills by late February or early March. The
creditworthiness of the United States is an essential underpinning of our strength as a nation; it is not a bargaining chip to be
used for partisan political ends. Increasing the debt limit does
not authorize new spending commitments. It simply enables the
federal government to pay for expenditures which Congress has
already approved.’ Currently, the U.S. Treasury is able to issue
debt as needed. However, on February 7th. it loses that ability
as a result of an agreement brokered in Congress to end the federal government partial shutdown in October. At that point, the
U.S. Treasury would have to use extraordinary measures to access enough cash to pay America’s bills. However, those measures can only buy a limited amount of time; so by early March
at the latest, America would again be on the precipice of default.”
At Longwave Analytics, we note that while the frozen statutory
debt limit stands at $16.4 trillion (U.S.), the national debt clock
currently registers a debt total of $17.251 trillion (U.S.).

U.S. Treasury Secretary Jack Lew. Source: Associated Press

•

Front Page Headline, Financial Post – “U.S. Corporate Earnings Outlook Has Turned Murky: Rosenberg. In a research note
to clients, Gluskin Sheff economist David Rosenberg observes:
‘Forget the Fed taper, a much bigger issue – perhaps obstacle
– is the (U.S. corporate) earnings landscape which has turned
murky. In part, this is because a record 94 S&P 500 companies
have issued earnings downgrades so far this quarter and only
12 have posted positive pre-announcements. This 7.83 times
(price/earnings) ratio is the worst in seven years. Moreover,
the analyst earnings revision ratio is turning south (according to
BAML data) down to 0.86 times (positive to negative EPS revisions) in November from 0.90 times in October, 0.91 times in
September and the nearby high of 1.11 times in August. This is
the lowest reading in seven months.”

•

Canada’s National Energy Board (NEB) announces its approval
of Enbridge’s $6.5 billion (CAD) Northern Gateway Pipeline, but
with 209 environmental, financial and technical conditions. In
a decision that spans two volumes and nearly 500 pages, the
three member panel of environmental and energy regulators
led by Sheila Leggett, concluded the project’s economic benefits outweigh the potential environmental burdens. The NEB
specified: “Enbridge must set aside $950 million (CAD) in liability
(fund) coverage to cover costs of a potential (oil) spill, including at least $100 million (CAD) available within 10 days in the
event of a large (pipeline) rupture and $250 million (CAD) of nofault insurance.” After the NEB decision was released, Enbridge
CEO Al Monaco told reporters: “We are not celebrating yet, because we realize there is (still) more work to undertake (in order)
to build support for the project.”
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FRIDAY, DECEMBER 20TH
•

Front Page Headline. Business Insider – “When EUC Programs
Expire, N.C. Has Demonstrated What Happens Next. As we
reported yesterday, since Congress failed to extend Emergency
Unemployment Compensation programs prior to adjourning last
week, an estimated 1.3 million Americans will lose their unemployment benefits on December 28th. What does this mean for
unemployment in America? In a note to clients, Michael Feroli,
an economist at JP Morgan notes there’s evidence to suggest
that the expiration of EUC benefits could reduce the unemployment rate. ‘The State of North Carolina offers a potential testing
ground for this thesis. Last July, the North Carolina government
decided to no longer offer extended benefits, even though the
state still met the economic conditions to qualify for this federal
program. Since July, the North Carolina unemployment rate has
declined by 1.5 percentage points, while in the same period the
(official) national unemployment rate has fallen by only 0.4 of a
percentage point. There are two opposing forces driving this
(differential). First is the employment effect which results from
unemployed folks accepting jobs for lower pay than they were
previously seeking. Second is the participation effect which occurs because people just drop out of the work force. Limited
evidence suggests the participation rate effect might be more
important.’ EUC (programs) which began in 2008, grant job
seekers up to 99 weeks compensation while they look for work.
Meanwhile, standard unemployment (benefits) last (for only) 26
weeks.”

•

In its third estimate, the Commerce Department reports the U.S.
gross domestic product (GDP) grew by a 4.1% annual rate in
the 3rd. quarter, instead of the 3.6% pace reported earlier this
month; citing upward revisions to its estimates of business and
consumer spending.

•

Statistics Canada reports the nation’s retail sales declined by
0.1% in October, citing a downturn in sales at car dealerships
offset higher supermarket sales.

•

Front Page Headline, Wall Street Journal – “Russia Frees Mikhail
Khodorkovsky. Russian oil tycoon Mikhail Khodorkovsky walked
out of a Russian penal colony today and boarded a private jet
to Germany, ending a decade of incarceration for the country’s
most famous prisoner after at least two years of stealthy negotiations. The tycoon’s release and subsequent airlift – eight
months ahead of schedule – unfolded with the same secrecy
and drama of his 2003 arrest; when Russian government agents
took control of his private plane on a Siberian tarmac and hauled
him away at gunpoint. Analysts interpreted the surprise move
reflected self-confidence by the Kremlin, which was widely
seen to have jailed Mr. Khodorkovsky because he challenged
the growing political control of Russian President Vladimir Putin. For Kremlin critics, Mr. Khodorkovsky’s case symbolized the
Kremlin’s crackdown on opponents and for years it had been a
sore point in relations with the West.
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The bulk of Mr. Khodorkovsky’s fortune was destroyed when his
oil company OAO Yukos was driven into bankruptcy by back tax
claims. However, he was able to shelter hundreds of millions
of U.S. dollars in accounts outside of Russia prior to his arrest.
Just how much wealth remains today is not publically known.
The 50-year-old tycoon released a terse statement thanking former German Foreign Minister Hans-Dietrich Genscher – who
organized his departure – and his family for their perseverance.
Mr. Khodorkovsky made no mention of Mr. Putin – a former KGB
officer – who spent part of today at the Kremlin celebrating a
Russian holiday dedicated to state security agents. Mr. Khodorkovsky commented to reporters: “I would like to thank everyone
who has followed the Yukos affair for all these years and for the
support you gave me, my family and all those who were unfairly
convicted; as well as those still being persecuted. I am really
looking forward to the moment when I can hug my loved ones
and personally shake hands with all my friends and colleagues.”

Mikhail Khodorkovsky (left) greets Hans Dietrich Genscher,
thanking him for his personal involvement.
Source: Agence France-Presse / Getty Images

CLOSING LEVELS FOR FRIDAY DECEMBER 20TH.

WEEKLY CHANGE

Dow Jones Industrial Average

16,221.14

+ 465.78 points

Spot Gold Bullion

$1,203.70 (U.S.)

– $30.90 per oz.

S&P / TSX Composite

13,399.60

+ 273.90 points

10-Year U.S. Treasury Yield

2.89%

+ 3 basis points

Canadian Dollar

93.91 cents (U.S.)

– 0.47 cent

U.S. Dollar Index Future

80.491

+ 0.421 cent

WTI Crude Oil Futures

$99.32 (U.S.)

+ $2.72 per barrel
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