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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, February 11th

Front Page Headline, Financial
Times – “Blizzard Leaves U.S.
Northeast Reeling.

Monday, February 11th
A fierce blizzard, which deposited up to three feet of snow over New England on Friday has prevented the U.S. northeast from returning to normalcy, as President Barack Obama declared a state of emergency in Connecticut amid a
spate of safety warnings. The snowstorm was blamed for at least nine deaths in the U.S. While snow stopped falling
in most areas by late Saturday, about 300,000 homes and businesses – mostly in Massachusetts – remained without
power in biting cold weather by late Sunday.”
•

Front Page Headline, Financial Times – “Barclays Plans 2 Billion Pounds of Job Layoffs. According to bank insiders and analysts, Barclays is preparing to cut at least 10% from its annual cost base of 20 billion pounds, as part of
a strategic corporate restructuring plan. The job cuts will focus on a retrenchment from some of Barclays’ investment
banking operations in Asia – particularly its equities franchise – as well as a partial winding down of retail and commercial banking in Italy and other areas of Europe. As many as 2,000 jobs are set to be eliminated in the investment
bank, with many thousands of additional jobs at risk in other areas, under plans to be unveiled tomorrow by Chief
Executive Officer Antony Jenkins.”

•

Accountancy firm BDO reports its U.K. Business Optimism Index – which forecasts business performance two quarters
ahead – declined to a reading of 88.9 in January from a level of 90.3 in December and represents the lowest reading
since the index was launched in 1992. Peter Hemington, a BDO partner commented: “In spite of a strengthening labour market, business confidence continues to weaken and improved hiring intentions are not translating into growth
plans. To end this cycle, it is imperative that the government implements plans to expedite (economic) growth. Without (economic) growth incentives, we will continue to see U.K. businesses reluctant to invest and expand.”
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Tuesday, February 12th
•

The U.S. Department of the Treasury reports the federal government recorded a surplus of $2.88 billion (U.S.) in January – the first January surplus generated since 2008 – compared with a deficit of $27.41 billion (U.S.) in January 2012.
The surplus helped narrow the deficit for the first four months of the government’s fiscal year, which began October
1st. to $290.42 billion (U.S.) from $349.14 billion (U.S.) during the same period a year ago. The report disclosed
January receipts increased by about 16% to $272.23 billion (U.S.), reflecting in part an increase in employees’ payroll
tax rate to 6.2% from 4.2%; due to the expiration of a temporary cut in the rate. The Congressional Budget Office
estimates that change increased the government’s revenue in January receipts by about $9 billion (U.S.).

•

Front Page Headline, New York Times – “U.S. President Obama Delivers Annual State of the Union Address. In his
speech to a joint session of Congress, U.S. President Barack Obama called for a sustained effort to revive a “rising,
thriving middle class,” pledging to fight for a higher minimum wage, more government investment in schools, clean
energy and deficit reduction achieved through spending cuts and tax increases. “It is our unfinished task to make sure
that this government works on behalf of the many and not just the few … that it encourages free enterprise, rewards
individual initiative and opens the doors of opportunity to every child across this great nation of ours. A growing economy which creates good middle-class jobs: that must be the North Star that guides our efforts. Every day, we should
ask ourselves a question as a nation: How do we attract more jobs to our shores? How do we equip our people with
the skills needed to do those jobs? How do we ensure that hard work leads to a decent living.”

Capitol Hill police stand guard outside the U.S. House of Representatives

•

Source: N.Y. Times

Front Page Headline, Financial Times – “Obama Injects Optimism into Trade Agreement. U.S. President Barack
Obama backed formal talks with the European Union on a transatlantic free trade agreement, delivering crucial impetus to the effort amid signs of rising bipartisan support for such an agreement in Congress. President Obama’s decision to launch the trade negotiations – embedded in his State of the Union address – is announced less than a week
after leaders of the EU’s 27 member states approved the talks. President Obama declared: ‘Tonight I am announcing that we will launch talks on a comprehensive Transatlantic Trade and Investment Partnership with the European
Union, because trade that is free and fair across the Atlantic supports millions of good-paying American jobs.”
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•

Front Page Headline, Financial Times – “G7 Fails to Diffuse Currency Tensions. An attempt to sooth global currency tensions backfires as a joint statement by the world’s richest nations roiled the markets. The Group of Seven
nations took the initial step of issuing a public statement to address rising concerns over a fresh round of global ‘currency wars.’ The statement – from finance ministers and central bank governors in the U.S., U.K., Japan, France,
Germany, Italy and Canada – said they would ‘consult closely’ on any action on the foreign exchange markets: ‘We
reaffirm that our fiscal and monetary policies have been and will remain oriented towards meeting our respective domestic objectives using domestic instruments and that we will not target (foreign) exchange rates. We are agreed that
excessive volatility and disorderly movements in (foreign) exchange rates can have adverse implications for economic
and financial stability.” However, an unidentified official from a G7 country told Reuters the statement had been misinterpreted: ‘The G7 statement signaled concern about excess moves in the yen. The G7 is concerned about unilateral
guidance on the yen. Japan will be in the spotlight at the G20 in Moscow this weekend.”

Wednesday, February 13th
•

The Commerce Department reports U.S. retail sales rose by a marginal 0.1% in January, following an increase of 0.4%
in December, citing the effect of the expiration of the payroll tax break meaning taxes on working American increased
by 2%.

•

Front Page Headline, Bloomberg News – “ING to Lay Off 2,400 Employees. Holland’s largest financial services
company, ING Groep NV announces another 2,400 job reductions, citing additional corporate restructuring plans.
Chief Executive Officer Jan Hommen is eliminating 1,400 jobs in the Netherlands and 1,000 jobs in Belgium, adding
to the 2,350 layoffs in commercial banking and insurance announced in November, as he aims to reduce costs by one
billion euros a year by 2015. Benoit Petrarque, an Amsterdam-based analyst at Kepler Capital Markets, commented:
“Overall the picture doesn’t look rosy. It seems there will be continuing pressure on the revenue side from low interest
rates and lengthening of the funding profile, while operating expenses are not shrinking much despite all cost cutting
efforts.”

•

Front Page Headline, Wall Street Journal – “French Ministers Warn on Deficit Target. Three French government senior ministers concede that France may miss its deficit target this year, due to lower than expected economic growth,
potentially damaging the budgetary credibility of President Francois Hollande. At a press conference, Budget Minister
Jerome Cuhazac stated: ‘The probability of hitting our (deficit) target has been reduced since (economic) growth has
been fading.’ Foreign Affairs Minister Laurent Fabius noted: ‘It is probable that the (government) deficit will be higher
than 3% (of gross domestic product) this year.’ Meanwhile, Finance Minister Pierre Moscovici – emerging from a
weekly cabinet meeting – told reporters: ‘We have a time frame which was announced long ago during which we could,
if necessary, re-examine and re-evaluate these different (deficit) targets.”

•

Front Page Headline, Wall Street Journal – “Embattled Economies Cling to Euro. The European Monetary Union
(EMU) has left the continent’s southern economies depressed, indebted and struggling to compete internationally.
However, even within the tumult of Italy’s national election campaign this month, the question of euro membership
isn’t being seriously debated. In Italy, as in Spain, Portugal and other crisis-hit countries, popular support for the

Monday February 11, 2013

euro remains strong. Across Europe’s southern perimeter, people recoil at the idea of returning to national currencies, fearing such a step would revive inflation, remove checks on corruption and derail national ambitions to be part
of Europe’s inner circle. Such fears outweigh the bleak (economic) growth outlook that has prompted many U.S. and
U.K. economists to predict a split of the EMU. However, antipathy to the euro has risen strongly in European countries that didn’t join it. The European Union’s Eurobarometer surveys indicate the currency crisis has strengthened
the conviction of Britons. Swedes and Danes that they were right to keep their own currencies. However, many Italian
voters convey that despite the current economic pain, dumping the euro would represent a leap in the dark. Giovanni
Ricci, a geologist from Turin, commented: ‘The answer is not to throw out the euro; it’s to look at what’s not working
and fix that. If we all returned to national currencies and devalued, there would be a trade war in Europe. You’ve got
to remain part of core Europe.”

•

Front Page Headline, Daily Telegraph U.K. “BOE Governor Warns Chancellor of Exchequer that MPC Measures
Are Limited. Governor of the Bank of England Sir Mervyn King increases pressure on Chancellor of the Exchequer
George Osborne to deliver radical economic reforms in his forthcoming March budget, warning that monetary policy
committee initiatives would not be able to buy the Chancellor much more time. Speaking as the BOE published its
quarterly Inflation Report, Governor King warned: ‘There are limits to what can be achieved via general monetary
stimulus, so I urge the government to discover ways to boost British exports; as well as adopt supply reforms’ – often
associated with tax cuts and deregulation. Sir Mervyn stated: “It’s a bit of an own goal, since it looks as if inflation is
worse without any change in the underlying behavior of the economy. University tuition fees and prices charged by
utilities – for green charges, green policies – are pushing up administered prices in a way that is self-inflicted in terms
of damage done to real take home pay. While January’s inflation rate remained unchanged from December at 2.7%,
it is likely to be higher in the near future due to higher regulated prices and a lower exchange rate.”

The Old Lady of Threadneedle Street (Bank of England)

Source: Daily Telegraph U.K.
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•

Front Page Headline, Wall Street Journal – “Thomson Reuters to Cut 2,500 Jobs. Thomson Reuters Corp. announces plans to eliminate 2,500 jobs in its core Financial and Risk division by the end of the year, noting it doesn’t expect
that business to begin improving until the second half of 2013. The Financial and Risk Division which comprises
the largest part of Thomson Reuters’ revenue, has been under pressure in recent years as job cuts at big banks and
economic weakness – particularly in Europe – has adversely affected the sector ’s customer base of financial professionals. About 1,000 job layoffs will result from the sale of the Corporate Services division to Nasdaq, expected for
completion during the second quarter. In a conference call with analysts, Chief Executive Officer Jim Smith stated:
‘These are not easy decisions, but our cost structure must meet our customers’ requirements. While 2012 proved far
more difficult than we had anticipated, net sales did show an improving momentum during the year.”

Thursday, February 14th
•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 27,000 to a seasonally
adjusted 341,000 in the week ended February 9th. while continuing claims fell by 130,000 to 3.11 million in the week
ended February 2nd.

•

Eurostat, the European Union’s statistical office, reports the gross domestic product (GDP) of the 17-nation European
Monetary Union (EMU) declined by 0.6% in the 4th. quarter of 2012, the worst performance since the 1st. quarter of
2009. Neil Mellor, a foreign exchange strategist at Bank of New York Mellon in London observed: “This is a pretty
awful figure. It could get a lot worse because the euro has risen a long way since the start of the 4th. quarter. While
the Japanese are implementing their stimulus plans, one can’t refute the fact that people will buy the euro on dips.”

•

Front Page Headline, Bloomberg News – “Berkshire Hathaway / 3G Capital Purchase H J Heinz for $23 Billion
(U.S.). Warren Buffet’s Berkshire Hathaway and Jorge Paulo Lemann’s 3G Capital join forces to buy H J Heinz Co.
for about $23 billion (U.S.), ending the independence of the iconic ketchup maker which traces its roots to the 1860s.
The buyers will pay $72.50 (U.S.) per share – about a 20% premium – and including the assumption of debt, the
transaction is valued at approximately $28 billion (U.S.). In a telephone interview, Tom Russo, a partner at Berkshire
investor Gardner, Russo and Gardner remarked: ‘Heinz benefits from very powerful consumer goodwill in the developed markets and a very early start in China and India, two of the largest developing markets. It will not be difficult
to service the debt.”

•

Front Page Headline, Financial Post – “American Airlines / U.S. Airways Announce $11 Billion (U.S.) Merger.
American Airlines and U.S. Airways Group announced they plan to merge in a deal that will form the world’s largest air
carrier and which will have a combined equity value of $11 billion (U.S.). The widely expected merger has been more
than a year in the making since American – a unit of AMR Corp. – filed for Chapter 11 bankruptcy in November, 2011
and U.S. Airways began its pursuit of a merger in early 2012. The combined carrier will be called American Airlines,
but will be managed by U.S. Airways CEO Doug Parker.”

Photo: Getty Images
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•

The World Gold Council reports the demand for gold in 2012 reached a record $236.4 billion (U.S.), but in terms of
tonnage declined by 4% on a year-over-year basis to 4,405.5 tonnes. Central banks, however, purchased 534.6 metric
tonnes of gold during 2012, the highest level in nearly 50 years. Despite a drop in consumer demand, it is worth noting that annual gold demand was still 15% higher than the average for the previous 5 years. In the 4th. quarter, gold
demand totaled 1,195.9 tonnes, the second highest quarterly figure on record after the 3rd. quarter of 2011. In value
terms, demand reached $66.2 billion (U.S.). In the 4th. quarter, jewelry and central bank gold demand increased and
India accounted for 11% of the year-over-year increase in jewelry demand. The chart below depicts the breakdown of
gold demand by tonnes and the gold price.

Source: Le Metropole Cafe
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Friday, February 15th
•

The National Association of Realtors reports the median sales price for U.S. single-family homes was $178,900 (U.S.)
in the 4th. quarter, up 10% on a year-over-year basis, citing a pent-up demand and continuing low mortgage rates

•

The Canadian Real Estate Association reports the nation’s home sales increased by 1.3% on a seasonally adjusted
basis in January from December, while the MLS Home Price Index rose by 3.1%, the smallest increase since April
2011. In a research note, Derek Burleton, a deputy chief economist at the Toronto-Dominion Bank noted: “Although
the air continues to seep out of Canada’s formerly red-hot housing market, today’s data provided some hints that the
sharp decline in activity over the second half of 2012 may be beginning to stabilize just in time for the all-important
spring market. However, we still believe that Canada’s housing market will see a moderate downturn over the next
few years. This is especially the case for prices, which have recorded a hefty advance since 2006 and where a correction thus far has been elusive.”

•

The Federal Reserve Bank of New York reports its Empire State Index of factory activity rose to a reading of 10 in
February from a level of minus 7.8 in January, citing the highest amount of new orders since May 2011and further
recovery from Hurricane Sandy, which struck the East Coast in late October

•

Front Page Headline, Financial Post – ‘Threat of Currency Wars Among G20 Members Quelled: Flaherty. In a
conference call from Moscow, Canada’s Finance Minister Jim Flaherty stated: ‘We all agreed to strengthen our commitments around market-determined exchange rates and not to target our exchange rates for competitive purposes …
(Simultaneously), we cannot be satisfied with the current state of the global economy. The global uncertainty and the
continuing uncertainty in Europe and the U.S. in particular, remain a challenge to all of us. As we have in Canada,
I encouraged my colleagues to put their finances on a sustainable, long-term path, while focusing on jobs and (economic) growth.”

Canada’s Finance Minister Jim Flaherty.

•

Source: Canadian Press

Front Page Headline, Washington Post – “Politicians Basically Ignore Sequester Budget Cuts. As deadlines go,
the March 1st. sequester lacks punch. Nobody’s taxes will increase and the U.S. Treasury won’t run out of cash.
Government offices won’t immediately turn out the lights and lock the doors. Most federal workers won’t face furlough
for at least 30 days. So Congress felt little need to cancel the President’s Day break. Today, President Obama flew
to Florida for a long weekend of golf. Likewise, Congress left Washington for nine days, with scant hope of averting
deep spending cuts to the Pentagon and other government agencies in the short time remaining when lawmakers return. Instead of negotiating, party leaders were busy issuing ultimatums and casting blame … House Speaker John
Boehner (R.- Ohio) vowed: ‘The sequester will be in effect until there are cuts and reforms which put us on a path to
balance the budget in the next ten years,’ an idea Democrats oppose. Behind the scenes, there was real concern that
the cuts would eventually disrupt critical government functions, hamper economic growth and destroy 750,000 jobs.
Today, the sequester is amorphous and slow-moving and it has emerged as a convenient hill on which to plant a flag
and fight the next battle in the ongoing partisan conflict over taxes and spending.”
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President Obama and members of Congress depart for President’s Day break.

•

Photo: White House

Front Page Headline, Armstrong Economics – “Free Capital Flows = Peace, but Trade Restrictions = War. It was
Cordell Hull – U.S. Secretary of State 1933 to 1944 – whose observations during the Great Depression which led to
his belief in the concept of economic security – defined as a liberal international economic system would in return
increase the possibilities of postwar peace. This concept of economic security being linked to peace shaped the
postwar global economy and Bretton Woods. Hull believed that the fundamental causes of the two world wars were
rooted within the economic discrimination and trade warfare that prevailed as a throwback to mercantilism. Hull often
cited the trade and exchange controls (bilateral arrangements) of Nazi Germany and the imperial preference system
practiced by Great Britain by which members or former members of the British Empire were afforded special trade
status. Both of these trends were responses to French and American protectionist policies.

Mr. Cordell Hull

Photo: Armstrong Economics
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It was the tension of these trade policies, trade barriers, high tariffs and genuinely unfair competition which led to the
resolution being war. Free capital flows and free trade meant less discrimination and obstructions. At the time, while
this concept of economic security did not include migration, that also has been a tremendous part of freedom internationally. The only reason there is anti-foreign immigrant discrimination is the typical view that they take jobs and
contribute little to taxation. This has been a byproduct of income taxes that are direct and the foundation of Marxism.
Indirect taxes on consumption do not discriminate between citizens and immigrants that lead only to deadly jealousy of
the living standards of others. Marxism has led to the massive growth of government, thus most countries now employ
between 40 – 50% of the civil work force, thereby reducing economic growth. Between 1900 and 1980, government
grew by 50% (see chart below). There has been no restraint whatsoever; for governments believe they can raise taxes
as they desire and people must simply pay. They fail to grasp the concept that they are ‘public servants’ who detract
from economic growth. They do not contribute to the wealth of a nation. This is the huge adjustment that we now face.
The collapse in government is inevitable, but it is creating domestic tension between those who work for government
and those who are burdened as economic slaves to earn income to pay for this huge herd of unproductive workers.”

Economic security as envisioned internationally must also be reviewed in light of Marxism that has changed the dynamics of the entire American economy. The sheer size of government must be reduced drastically to prevent civil
unrest through unfair exploitation of the people, not by the rich but by the government itself.”
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CLOSING LEVELS FOR FRIDAY, February 15th

WEEKLY CHANGE
13,981.76

– 11.21 points

$1,609.50 (U.S.)

– $57.40 per oz

12,686.63

– 114.60 points

2.00%

+ 6 basis points

Canadian Dollar

99.39 (U.S.)

– 0.34 cent

U.S. Dollar Index Future (Spot Price)

80.696 cents

+ 0.495 cent

WTI Crude Oil (April)

$95.86 (U.S.)

+ $0.14 per barrel

Dow Jones Industrial Average
Spot Gold Bullion (April)
S&P / TSX Composite
10 - Year U.S. Treasury Yield
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“Those who cannot remember the past are condemned to repeat it.” Santayana

