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Front Page Headline, Daily Telegraph
U.K. and Globe and Mail – “Primark
to Pay Compensation for Bangladesh Factory Collapse.

Monday, April 29th
As the death toll from last Wednesday’s garment factory collapse and fire in Dhaka approached 400 workers, a Bangladesh elite paramilitary unit arrested the collapsed building’s owner Sohel Rana, attempting to flee to India. A few
days before the eight-storey building imploded, Mr. Rana had resisted pressure to have the premises inspected: ‘The
building has minor damages. There is nothing serious.’ Primark, a subsidiary of Associated British Foods, has announced it is working to meet the immediate needs of victims, such as providing emergency food aid: ‘Primark will
also pay compensation to the victims of this disaster who were employed by its supplier New Wave Style. This will
include the provision of long-term aid for children who have lost parents, financial aid for those injured and payments
to the families of the deceased.’ Dhaka media had reported that garment workers were remunerated at the rate of
$38 (U.S.) per month.

Bangladeshi mourners grieve for relatives.

Source: Associated Foreign Press
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•

The European Commission (EC) reports its economic sentiment indicator declined to a reading of 88.6 in April, following a revised level of 90.1 in March, citing managers’ expectations of activity in both the manufacturing and services
sectors. Marco Valli, an economist at UniCredit, commented: “The April round of surveys was weak and probably
disappointed the European Central Bank. We think this report will have implications for the ECB’s monetary policy.”

•

The Commerce Department reports U.S. consumer spending rose by 0.2% in March partly due to higher utility bills,
following a gain of 0.7% in February, while incomes also registered a 0.2% gain. Ian Shepherdson, an economist at
Pantheon Macroeconomic Advisors cited: “Fiscal tightening is the underlying story regarding the weakness in consumer spending on goods in recent months.”

•

Front Page Headline, Daily Telegraph U.K. – “Italian Showdown with Germany as Enrico Letta Rejects Austerity.
In a speech to Italy’s parliament, newly appointed Italian Premier Enrico Letta vows to end ‘death by austerity’ and
warns that Europe itself faces a ‘crisis of legitimacy’ unless it changes course: ‘Italy is dying from fiscal consolidation
so (economic) growth policies cannot wait any longer. The country is in a very serious crisis after a decade of stagnation and if the social malaise deepens, I must warn of (potential) violent protest.’ The grand coalition of Left and
Right – the first since the late 1940s – will abolish the hated IMU tax on primary residences, a wealth levy imposed
by ex-premier Mario Monti, and strive for tax cuts for business and young people to pull the country out of recession.
A planned increase in the value added tax (VAT) to 22% in July may be delayed … Mr. Letta said Italy would abide
by EU budget pledges, but in reality he seems to have broken with the core demands of the EU fiscal compact. Mr.
Letta will visit German Chancellor Angela Merkel tomorrow, hoping to persuade her that the EU will lose the consent
of the people unless it becomes an ‘engine of (economic) growth’ once again. While Mr. Letta is a passionate proEuropean – and called for a ‘United States of Europe’ in his speech – his anti-austerity drive takes the euro zone into
unchartered waters.”

•

Front Page Headline, Daily Telegraph U.K. – “S&P Foresees Deepening Housing Slump in Spain, France and Holland. Standard and Poor ’s warns: ‘Spanish house prices will decline a further 13% by the end of 2014, as the authorities flood the market with a backlog of repossessed properties. Indeed, the housing slump is deepening across large
swathes of the euro zone. French declines are gaining momentum, with prices likely to fall by 5% this year and by a
further 5% in 2014. French property faces a protracted correction as the economy weakens, hit by fiscal tightening,
higher taxes and a surge in the unemployment rate to post-war highs … The French property market began to roll
over last year, prompting warnings by the French consultants PrimeView that values could tumble by as much as 40%
before excesses are purged. S&P believes: ‘The deep crisis in the Netherlands will grind on despite the government’s
partial retreat from austerity and it decision to delay 4.3 billion euros in spending cuts. Dutch home prices will slide by
another 6.5% by late next year, bringing the accumulated decline to more than 23%. The apparent recovery in Dutch
mortgage loans this year was a statistical distortion that would fade as job losses mount. Dutch unemployment surged
to 8.1% in March from 5.9% a year ago … The key reason why Spanish house prices held up well in the early years of
the financial crisis is that banks held onto foreclosed properties from bankrupt developers, rather than realize losses
immediately and clear the market. While Italy, Portugal and Ireland will all see further housing declines this year, the
chief worry is Spain, where a vast glut of unsold properties has yet to hit the market.”
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•

Front Page Headline, Daily Telegraph U.K. - “Retiring from Santander, CEO Alfredo Saenz to Collect 88 Million
Euros ($114.7 Million U.S.). Mr. Saenz, 70, announces he is retiring in a surprising decision, which means the Bank
of Spain will no longer have to rule on whether to ban him from the banking industry. The central bank is reviewing
Mr. Saenz’s position after Spain’s Supreme Court partially overturned a 2011 government pardon for his conviction
for making false accusations. Under an arrangement struck between Santander and management two years ago, Mr.
Saenz will take his pension in a single lump sum, on which he will pay tax. The scale of his package is more than five
times larger than the $22.1 million (U.S.) pension awarded to Royal Bank of Scotland’s Fred Goodwin that provoked a
public outcry. Mr. Saenz was with Santander for 19 years, spearheading a global expansion that saw its assets quadruple to 1.25 trillion euros to become the euro zone’s largest bank by market value. It survived the financial crisis
relatively unscathed, but is now facing difficulties at home.”

•

Front Page Headline, Daily Telegraph U.K. – “U.S. Treasury to Reduce Debt for the First Time since 2007. The
U.S. Government expects to pay down debt in the current quarter for the first time in six years, citing stronger than
expected revenues. The Treasury Department stated it would pay down $35 billion (U.S.) in net marketable debt in
the April – June quarter, and would likely end the quarter with a cash balance of $75 billion (U.S.) … It is the first retirement of government debt since a $145 billion (U.S.) pay down in the April – June 2007 quarter. The Treasury also
stated that it expects to issue $223 billion (U.S.) in net marketable debt for the July – September quarter and end that
quarter with a cash balance of $80 billion (U.S.).

•

The National Association of Realtors reports U.S. pending home sales rose by 1.5% in March, reversing February’s
decline

Tuesday, April 30th
•

The S&P/Case-Shiller 20 U.S. city composite index rose by 0.3% in February, before seasonal adjustment, and was
9.3% higher on a year-over-year basis – the biggest annual increase since May, 2006 – with Phoenix recording the
largest annual gain at 23% and New York the lowest at1.9%
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•

The Institute for Supply Management (ISM) reports its purchasing managers’ index (PMI) for Chicago-area manufacturing declined to a reading of 49.0 in April – following a level of 52.4 in March – the lowest reading since September
2009. Jennifer Lee, an economist at BMO Capital Markets in Toronto, commented: “We’re starting to see some slowdown in manufacturing as budget cuts take effect. It’s similar to what is occurring in most sectors of the U.S. economy.
Manufacturing will likely keep expanding, but at a slower pace.”

•

Statistics Canada reports the country’s gross domestic product (GDP) grew by 0.3% in February, matching the revised
January gain, to an annualized $1.57 trillion (CAD), citing the potash mining, oil and gas and manufacturing sectors
as the main sources of strength. The GDP report suggests economic growth was higher than 2% in the 1st. quarter,
up from the 0.6% annualized pace set at the end of last year. Derek Holt, an economist at Scotiabank, stated: “This
probably means that there is slightly less spare capacity (in the economy) than the Bank of Canada (BOC) estimated
in the April Monetary Policy Report, but not terribly so. Furthermore, with the housing correction still progressing and
inflation undershooting the BOC’s 2% target, (monetary) policy is still not going anywhere for a long time.”

•

Front Page Headline, Globe and Mail – “Ottawa’s Spending Cuts Will Cost 67,000 Jobs: PBO. Through the auspices of Sonia L’Heureux, Canada’s Parliamentary Budget Officer (Interim), the PBO’s annual Economic and Fiscal
Outlook was released yesterday. The report compares the federal government’s estimates for economic growth and
revenue with its own estimates; as well as provides the PBO’s general overview of economic trends. The PBO is projecting GDP growth of only 1.9% in 2014, which is significantly less than the 2.5% average of numbers from private
sector forecasters that Finance is using to support Ottawa’s budget numbers. The PBO explained this difference is
largely offset by the adjustment for risk which the government inserts into its annual budget projections. The report
also looks at the impact of federal spending cuts on the broader economy. The PBO estimates that real GDP will be
0.57% lower than it would be without spending cuts. It then uses a Finance Canada formula to translate that GDP
number into an estimated impact on employment. The report clarifies the point that ‘PBO’s estimate of the overall
employment impact amounting to a reduction of 67,000 jobs in 2017 does not mean that PBO expects there will be a
decline of 67,000 jobs from the current level of employment (17.6 million jobs as of March, 2013). Rather it means
that in the absence of these measures and revisions to spending levels, projected employment would be higher by
67,000 jobs, all else being equal.”

•

Front Page Headline, Business Insider – “The Great Disconnect: Stock Market Rigged by the Fed. The Citigroup
Economic Surprise Index (CESI), which tracks various economic data reports relative to expectations, is now below
the zero mark. That means recent economic data releases have been disappointing relative to the market consensus.
Yet, equities keep moving higher. In a note to clients, Mike O’Rourke of Jones Trading writes: ‘The U.S. equity market
has given up even the appearance of caring about economic data … Obviously, the Central Bank benevolence trade
continues to dominate the tape.” See chart below.

Source: Citigroup / Business Insider
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•

Front Page Headline, Wall Street Journal – “Apple Markets Record $17 Billion (U.S.) Bond Issue. In a variety of
six tranches, Apple raises $17 billion (U.S.) at historically low interest rates, narrow yield spreads and a record size
for a corporate credit. According to lead managers Goldman Sachs and Deutsche Bank, the order book reached a
whopping $52 billion (U.S.). Apple borrowed $5.5 billion (U.S.) in a 10-year maturity at an annual yield of 2.415%.
It also issued a 3-year bond at 0.511%, 5-year debt at 1.076% and 30-year bonds at 3.883%. In addition, Apple sold
floating rate bonds which mature in 3-year and 5-year terms at yield spreads of 5 basis points and 25 basis points,
respectively, over the 3-month London Interbank Offered Rate (Libor), an industry benchmark. For the uninitiated,
25 basis points is equivalent to 1/4 of 1%.

•

Eurostat reports the unemployment rate for the 17-nation European Monetary Union (EMU) rose to a record 12.1% in
March from 12% in February. Eurostat also reported the annual rate of inflation for the EMU declined to 1.2% in April,
following a 1.7% level in March, its lowest point in more than three years.

Wednesday, May 1st

May Day Holiday in many countries.

•

Automatic Data Processing (ADP) reports private sector employers added 119,000 jobs in April – the smallest gain in
seven months – compared with 131,000 jobs in March. Mark Zandi, chief economist at Moody’s Analytics, commented:
“Job growth appears to be slowing in response to very significant fiscal headwinds. Tax increases and government
spending cuts (the sequester) are beginning to hit the job market.”

•

Markit Economics reports its U.S. manufacturing purchasing managers’ index (PMI) fell to a final reading of 52.1 in
April – the lowest reading since October – compared with a level of 54.6 in March

•

Ford Motor reports it sold 212,584 new vehicles in the U.S. during April, up 18% from a year ago, but down 10% from
March. The company highlighted strong demand for its Fusion and Escape models. Meanwhile, Chrysler Corp. reports truck sales rose by 14% in April while car sales increased by 4.8%. Sales of the Dodge brand rose by 18% and
sales of the Jeep brand rose by 1.9%, while car sales of the Chrysler brand fell by 13%.

•

The Commerce Department reports U.S. construction spending declined by 1.7% in March, following a 1.5% gain in
February

•

The Tempe, Arizona-based Institute for Supply Management (ISM) reports its U.S. manufacturing index declined to a
reading of 50.7 in April, following a level of 51.3 in March. This latest reading is the weakest since a 50.2 level was
recorded last December.
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•

The National Bureau of Statistics reports China’s purchasing managers’ index (PMI) for the manufacturing sector declined to a reading of 50.6 in April from a level of 50.9 in March, indicating a slowdown in manufacturing activity that
was led by a drop in new export orders. The China Federation of Logistics and Purchasing stated: “The slight decline
in the PMI reading for April reveals that the economic recovery is still not on a solid foundation.”

•

Front Page Headline, Financial Times – “FOMC Keeps All QE3 Options Open. Issuing a statement following its
regularly scheduled two-day meeting in Washington, the Federal Open Market Committee reported: ‘The Committee is
prepared to increase or reduce the pace of its (fixed income securities) purchases to maintain appropriate (monetary)
policy accommodation as the outlook for the labour market, or (the rate of) inflation changes.’ By a wide margin of
11-1, the FOMC voted to maintain, not only its monthly purchases (quantitative easing program) at $85 billion (U.S.),
but also, its forecast that the Federal Funds rate will remain in an exceptionally low range of 0-0.25%, until the official
unemployment rate falls below 6.5% from the current 7.6%.”

•

Front Page Headline, Times of London – “May Day Marchers Attack Austerity Cuts. Paris and Rome united today
in dissent against Germany’s insistence on austerity in the euro zone, with their leaders warning of social upheaval
if economic growth was not restored. French President Hollande and Italian Premier Letta conferred in Paris as tens
of thousands of people staged angry May Day protests across southern Europe. The demonstrations, from Athens to
Madrid, were aimed at the cost-cutting measures which protestors said had ground down their economies. In Spain,
there were marches in 82 cities to voice despair over austerity imposed by the centre-right government of Mariano
Rajoy, which has seen the unemployment rate exceed 27%. The jobless rate in the wider euro zone is also at a record
high 12.1%. Mr. Hollande, who took office a year ago with anti-austerity pledges, tried to play down the quarrel with
German Chancellor Angela Merkel which has severely strained the Paris-Berlin axis. Mr. Hollande stated: ‘France
and Germany must always work together whatever the situation, or the personalities who lead them and whatever
their sensibilities. However, deadlines for deficit-cutting to meet euro zone targets, must be adapted to the reality of
(economic) growth. What is in question is, not only the idea of Europe, but also, the political stability of our respective
countries.’ Speaking alongside Mr. Hollande at the Elysee Palace, Mr. Letta vowed: ‘We must show our citizens that
Europe is helping them. If Europe demoralizes its citizens, it will lead us to a democratic disaster.”

May Day protestors demonstrate in Madrid.

Source: Times of London
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Thursday, May 2nd
•

Front Page Headline, Globe and Mail – ECB Lowers Lending Rate to 0.50%. As widely anticipated, ECB President
Mario Draghi announces a 1/4 point cut in the central bank’s overnight lending rate to 0.50%. At a press conference,
Mr. Draghi reasoned: ‘Over all, EU output has declined for five consecutive quarters and labour market conditions
remain weak. Recent developments in short-term indicators, notably survey data, indicate that weak economic sentiment has extended into the spring of this year. Looking ahead, euro area export growth should benefit from a recovery in global demand and our monetary policy stance should continue to support domestic demand. Furthermore,
the improvements in financial markets seen since last summer should work their way through to the real economy.”
Wakeup call for Mr. Draghi: At Longwave Analytics, while we acknowledge your comprehension of the obvious,
we find your economic outlook hopelessly mired in the subjunctive (see highlights above). Only the European
Monetary Union (EMU) can extricate itself from the self-inflicted sovereign debt crisis. Until European political leaders and central bankers can work together to make the difficult decisions and implement the necessary
reforms, EMU economic progress will remain entrenched in wishful thinking and hollow rhetoric.

•

Front Page Headline, Daily Telegraph U.K. – “Debt Burdened Holland Falls Victim to EMU Blunders. The Netherlands offers a salutary lesson of what can happen to a rich, sophisticated economy caught in a post-bubble crunch
once it has lost control of its currency, central bank and monetary levers. This would have happened to Britain without the Bank of England and to the U.S. without the Federal Reserve. The Dutch crisis has crept up quietly, though
hedge funds have been nibbling for months. Most investors lump the Netherlands together with Germany, Finland and
Austria: the hardline AAA rated fist-thumpers who dictate terms to others. Unemployment was very low until the dam
broke. It is now soaring as fast as in Cyprus. The rate has doubled over the past two years, jumping from 7.7% to
8.1% in the single month of March. The economy has been in recession since early 2011. Stephen Jen at SLJ Macro
Partners muses: ‘The Netherlands bears striking resemblance to Spain and Ireland two or so years ago.’ Holland has
a fat current account surplus of 8.3% of GDP and a savings rate of 26%, but such virtues did not prevent Japan from
succumbing to the after-shocks of its housing crash. Holland’s errors were made long ago, when tax policy and regulation combined to produce a housing bubble to match Britain’s follies under Gordon Brown. As in Britain – or Japan
when it buckled in 1990 – there is a long-term housing shortage. Rabobank believes the inventory of unsold homes is
228,000. While that is bad, it is not disastrous. The crisis stems from rampant credit, not rampant building. Regulators let the average loan-to-value ratio of new mortgages soar to 120% at the peak. Since mortgage interest is tax
deductible, about 60% of the entire stock of mortgages is interest-only. Unlike the Bank of Spain, which tried to lean
against the wind, Dutch officials saw no need for extra buffers to offset the then ultra-loose policies of the European
Central Bank, geared to German needs when Germany was in a slump. The ratio of household debt to disposable
income peaked at 266% in 2010, the highest in the EMU and almost a world record.
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The denouement is well under way. Dutch house prices have fallen by 18%, leaving a quarter of all mortgages under
water and there is surely worse to come. Standard and Poor ’s expects house prices to drop by 5.5% this year and
decline again in 2014. This is infecting everything. Ken Wattret, an analyst at BNP Paribas observes: ‘Consumer
sentiment in the Netherlands is at much the same level now as at the depths of the global financial crisis.’ There has
been little forced selling of property so far, which is lucky since Dutch banks are up to their necks in mortgage portfolios. They face a huge funding gap. The loan-to-deposit ratio (LTD) is 183%, compared with approximately 70% in the
U.S. and Japan, 100% in Germany and 120% in Britain. This means that Dutch lenders – like Northern Rock before
them – must rely on the capital markets to roll over debts. This is courting fate. In its most recent stability report,
the Nederlandsche Bank (DNB) noted: ‘The persistently high LTD ratio makes Dutch banks particularly vulnerable to
a scenario in which market confidence evaporates.’ In February, the government was forced to nationalize SNS REALL – the fourth biggest bank – after it came to grief in commercial property. One had assumed that the great wealth
of the Dutch people would provide an ample cushion against shocks, but new data from the ECB – if reliable – show
that average net household wealth is just 170,000 euros, compared with Germany (195,000), France (233,000), Italy
(275,000), Spain (291,000) and Cyprus (670,000), so perhaps we need to think again.

Holland’s travails would be manageable if the EMU authorities – including their own leaders – had not pushed the euro
zone into a second downward leg of the Long Slump, and above all if the ECB had kept nominal GDP growth for the
euro zone on an even keel of 5%, which it can easily do if it wishes. Instead, the ECB has engineered a Japan-style
liquidity trap. Broad M3 money growth has slowed to a rate of 2.6%. It contracted in March. Core inflation has fallen
to a record to a record low of 0.4%, once austerity taxes are stripped out. This is one shock away from debt deflation. The effect of Europe’s contradictory policies is that nominal GDP – which is what matters for debt dynamics – is
shrinking in a string of countries. It fell last year in Holland under the production measure. The great edifice of public
and private debt is growing on a shriveling base. This debt compound effect is why it is so ruinous for Europe to allow
the depression to grind on, hoping somehow that nature will work its cure.”
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•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 18,000 to 324,000 in the
week ended April 27th. while continuing claims rose by 12,000 to 3.019 million in the week ended April 20th.

•

The Commerce Department reports the U.S. trade deficit narrowed by 11% to $38.8 billion (U.S.) in February from a
revised $43.6 billion in January – previously reported as $43.0 billion (U.S.) – citing the biggest decline in imports
since February 2009

•

Statistics Canada reports surging exports helped the country record a trade surplus of $24 million (CAD) in March, the
first surplus in a year. Exports to the United States – which took 72.8% of all Canadian exports in March – grew by
4% while imports rose by 2%. As a result, Canada’s trade surplus with the U.S. widened to $3.82 billion (CAD) from
$3.18 billion in February.

Friday, May 3rd
•

The Commerce Department reports U.S. factory orders declined by 4% in March, led by lower demand for metals, mining equipment and military goods. Bricklin Dwyer, an economist at BNP Paribas in New York commented: “We’re in a
soft patch right now, reflecting the impact of (domestic) fiscal tightening and weak markets abroad.”

•

The Labor Department reports U.S. non-farm payrolls increased by 165,000 in April, following an upwardly revised
gain of 138,000 in March, while government payrolls declined by 11,000 and the official unemployment rate declined
slightly to 7.5% from 7.6%
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•

The National Bureau of Statistics and the China Federation of Logistics and Purchasing report the country’s nonmanufacturing purchasing managers’ index (PMI) declined to a reading of 54.5 in April from a level of 55.6 in March.
Dariusz Kowalczyk, an economist at Credit Agricole CIB in Hong Kong commented: “The PMI report adds to the downside risks for China and the region. The reading suggests that (economic) growth momentum will remain relatively
soft in the current quarter, indicating the economy has shifted to a weaker growth trajectory.”

•

Unexpectedly, the Canadian Government announces Stephen Poloz will replace Mark Carney as Governor of the Bank
of Canada on June 2nd. By and Large, both the banking and investment dealer communities were expecting Senior
Deputy Governor Tiff Macklem to receive the appointment. Mr. Poloz is a respected economist with a PhD from the
University of Western Ontario, who worked at the Bank of Canada for the first 14 years of his career. Most recently,
Mr. Poloz has been President and CEO of Export Development Canada, a Crown corporation which provides insurance
and financial services, bonding products and small business solutions to Canadian exporters and investors and their
international buyers. Much of EDC’s business is done in partnership with other financial institutions and via collaboration with the Canadian Government.

•

Front Page Headline, Globe and Mail – “Portugal to Lay Off 30,000 Public Employees and Raise Retirement Age.
In a televised address to the nation, Portuguese Prime Minister Pedro Passos Coelho announces plans to raise the
retirement age to 66 from 65 and lay off about 30,000 public sector workers, aiming to save 4.8 billion euros ($6.3
billion U.S.) over the next three years. The Prime Minister explained the measures are needed to ensure Portugal
won’t require another European Union (EU) bailout. The unemployment rate is currently at 17.5% and the government
predicts it will reach 18.5% next year.

•

Front Page Headline, Wall Street Journal – “European Commission Proposes More Time for Deficit Reduction.
Amid the presentation of the European Commission’s spring economic forecasts, European Union (EU) authorities
proposed that government austerity policies should be relaxed in a number of countries because of grim economic
conditions. The move is one of Europe’s most marked adjustments to the strict fiscal discipline that has helped drive
unemployment to its highest level in decades and push the region into its third year of recession out of the last five.
Yet even with this shift, government budgets in Europe will continue to be tight. Today, the European Commission
– the EU’s executive arm – published forecasts that predict deficits across the EU will continue to decline, dragging
further on economic growth. Olli Rehn, the European Union Economic and Monetary Affairs Commissioner, stated:
‘France should get two extra years, until 2015, to cut its deficit to the bloc’s target of under 3% of annual economic
output (GDP). Spain should get until 2016, because of both countries’ earnest efforts to rein in their public spending.’
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Countries that fail to meet the 3% target potentially face fines if they don’t present plans to bring their deficits under
the target. The EC now expects the economies of both countries to contract this year, making deficit targets more
difficult to achieve. Mr. Rehn elaborated: ‘While it may be reasonable to give Paris two more years to correct the
excessive deficit, Paris must still push ahead with economic reforms aimed at repairing the persistent deterioration of
French competitiveness.’ The EC’s recommendations to grant some countries more time to cut their deficits will be
formally presented in late May and must be approved by EU member states.”

European Union Economic and Monetary Affairs Commissioner Olli Rehn.

Source: Reuters

•

Front Page Headline, Wall Street Journal – “Bavarian Lawmakers Face Nepotism Scandal. Lawmakers in the
wealthy German region of Bavaria are under fire for employing close family members at public expense, sparking
embarrassing charges of nepotism at a time when Germany has been lecturing countries such as Greece about corruption. Today, Bavaria’s state legislature published a list of 79 current or recent lawmakers who had continued to
employ immediate relatives as staff after 2000, when the practice was banned. Most of the state lawmakers on the
list are from the conservative Christian Social Union, which has governed Bavaria for over half a century and is part
of Angela Merkel’s coalition government in Berlin. However, 21 are from the left-leaning opposition Social Democrats.
The revelations could damage the credibility of politicians in Bavaria ahead of state and national elections in September. Moreover, Germans have been in the forefront in preaching the need for fiscal discipline throughout the euro zone
and criticizing political corruption in some of the countries that have required international bailouts. All 79 lawmakers
made use of a rule that exempted relatives who had been hired before the ban. As of last year, 17 legislators still
employed members of their immediate family, such as siblings, spouses of children. Those names were released in
late April, prompting pressure for more complete disclosure that led to today’s list. Even though the lawmakers stayed
within the rules, they are facing mounting criticism.”

•

Front Page Headline, Daily Telegraph U.K. – “Italy Should Use Its Gold Reserves to Force a Change in EMU Policy. The World Gold Council (WGC) has advised Italy to deploy its 2,000 tonnes of gold to circumvent EMU austerity
conditions. By using its gold reserves – the world’s fourth largest – to collateralize a loan to secure bondholders, Italy
could raise as much as 400 billion euros on the capital markets and procure itself some financial breathing space.
(There is precedent for such an initiative since) Italy did this in 1974 when it borrowed $2 billion (U.S.) from the German Bundesbank, using gold as collateral. Similarly, Portugal borrowed $1 billion (U.S.) from the Bank of International Settlements (BIS) in the mid 1970’s and India used its gold to borrow from Japan in 1991. A joint WGC-Ipsos
survey revealed 61% of Italian business leaders and 52% of the general public would support the idea, with only a
small minority opposed. The WGC report stated: ‘With Italy still facing significant financial challenges, national assets – such as gold reserves – present an opportunity to buy some vital breathing space. Gold-backed sovereign debt,
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or ‘gold-backed bonds’ is issued debt that is underpinned by gold collateral. By using a portion of their gold reserves
in this way, sovereign states could borrow more cheaply, without selling an ounce. The use of gold would help sovereign states to regain the confidence of the bond markets and lower funding costs. Nations could raise between four
and five times the value of their gold reserves – a bond 20% collateralized by gold could raise around 80% of Italy’s
two-year refinancing needs. This could buy time for (economic) growth to take hold. It would lower sovereign debt
yields without increasing inflation and would give Italy time and resources to work on economic reform and recovery.
Using gold for the purposes of sovereign debt issuance, would allow greater flexibility beyond austerity.’ However, it
would not resolve the fundamental problem, which is that Italy has lost unit labour competitiveness steadily for fifteen
years. To attempt to claw this back with an internal devaluation is very destructive and would test social cohesion to
the breaking point. What Italy should do is tell Germany that it will no longer participate in the EMU unless the North
reflates with an internal revaluation to close part of the gap. It should deploy its gold reserves to make this threat
more credible.

CLOSING LEVELS FOR FRIDAY, May 3rd
Dow Jones Industrial Average
Spot Gold Bullion (June)
S&P / TSX Composite
10 - Year U.S. Treasury Yield
Canadian Dollar
U.S. Dollar Index Future (Spot Price)
WTI Crude Oil (June)

WEEKLY CHANGE
14,973.96

+ 261.41 points

$1,464.20 (U.S.)

+ $10.60 per oz.

12,438.03

+ 217.83 points

1.74%

+ 8 basis points

99.23 (U.S.)

+ 0.89 cent

82.099

– 0.370 cent

$95.61 (U.S.)

+ $2.61 per barrel
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“Those who cannot remember the past are condemned to repeat it.” Santayana

