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Monday, February 25th

Front Page Headline, Washington
Post – “U.S. President Obama
Seeks Pressure on Congress
from Governors.

Monday, February 25th
In a speech to a National Governors Association meeting at The White House, President Obama launched a last
minute effort to pressure congressional Republicans to compromise on a way to prevent the sequester budget cuts
from taking effect on Friday, March 1st. ‘These (sequestration) impacts will not be felt on day one, but assuredly, the
uncertainty is already having an effect. While you are in town, I hope that you will speak with your congressional
delegation and remind them in no uncertain terms exactly what is at stake. The solution can be found with just a little
bit of compromise.” The across-the board cuts, known as sequestration, would shrink federal spending by $85 billion
(U.S.) for fiscal 2013 which ends on September 30th. and total $1.2 trillion (U.S.) over 9 years, from an annual federal
budget of $4 trillion (U.S.).
•

Front Page Headline, Bloomberg News – “Italy’s Election Projects Political Deadlock. Italy’s inconclusive election
triggered renewed market jitters over Europe’s debt crisis as recession-scarred voters repudiated budget austerity
and established former comedian Beppe Grillo as a political force. In the four way race, pre-election favourite Pier
Luigi Bersani won the lower house by less than half a point. Silvio Berlusconi, the former prime minister – fighting a
tax fraud conviction and charges of paying a minor for sex – called for a recount and won a blocking minority in the
Senate. In its first national contest, Grillo’s party received 25% of the vote. Berlusconi and Grillo, the candidates
running to reverse the austerity implemented by incumbent Prime Minister Mario Monti to contain the country’s financial crisis, scored about 55% of the popular vote. Alberto Gallo, a European credit researcher at the Royal Bank of
Scotland commented: ‘The political situation across Europe is effectively a race between austerity and reforms on the
one hand and the rise of populist movements on the other. Austerity is painful and if reforms are not implemented in
time, one runs the risk of social unrest and populism. So far, it hasn’t happened in Greece, Portugal or Spain, but it
is very close in Italy.’ Joseph Balestrino, a fixed income strategist at Federated Investors in Pittsburgh, Pennsylvania,
noted: ‘It will make people pause and take some risk out of their portfolios.”

•

HSBC Holdings reports its preliminary purchasing managers’ index for China’s manufacturing sector declined to a
reading of 50.4 for February, following a level of 52.3 in January; citing the figure was seasonally adjusted to account
for the Lunar New Year holiday which fell in the middle of the month
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•

Front Page Headline, Business Insider – “Sequestration to Impact U.S. States Disproportionately. In a Wells
Fargo study, Mark Vittner and Michael Brown report: ‘In order to assess the potential regional impact of these budget
cuts, we have identified those states which have the greatest exposure to federal funding cuts. We utilize the metrics
calculated by the Pew Center on the States for federal spending as a percentage of state gross domestic product
(GDP). We then identify those states which are (the) most susceptible to defense and those the most susceptible to
non-defense spending cuts.”

•

Front Page Headline, Daily Telegraph U.K. – “Trade Protectionism Looms as U.S. Central Bankers Exhaust QE.
A new study for the U.S. Monetary Policy Forum and published by the U.S. Federal Reserve warns the central bank’s
capital base could be wiped out ‘several times’ once bond yields begin to rise in earnest. A mere whiff of inflation, or
more likely stagflation, would cause a bond market rout, leaving the Fed nursing escalating losses on its $2.9 trillion
(U.S.) fixed income portfolio. The holdings are increasing by $85 billion (U.S.) each month under the Fed’s Quantitative Easing III initiative. The longer it continues, the greater the risk and implementing an exit strategy will become
much more difficult by 2014. Such losses would lead to a political storm on Washington’s Capitol Hill, plus risk a crisis
of confidence. The study – ‘Crunch Time: Fiscal Crises and the Role of Monetary Policy’ – is co-written by former
Fed governor Fredric Mishkin. It argues that the Federal Reserve is acutely vulnerable because it has lengthened
the average maturity date of its bond holdings to eleven years and the longer the maturity date, the bigger the losses
when bond yields increase. Trouble could begin by mid-decade and then compound at an alarming pace, with bond
yields spiking up to double digit levels by the late 2020s. At that time, the Fed will be forced to finance spending to
avert the greater evil of default. “Sovereign (debt) risk remains alive and well in the U.S. and could intensify. Feedback effects of higher bond yields can lead to a more dramatic deterioration in long term debt sustainability in the U.S.
than is captured in official estimates.” The Fed would face huge pressures to retain its bond holdings, rather than
crystallize losses as bond yields rise; in other words, to recoil from QE at the proper moment. The authors argue that
it would be tantamount to throwing in the towel on inflation, the beginning of debt monetization, or fiscal dominance.
Fixed income markets would be merciless. Bond vigilantes would soon price in a different world. Of course, investors have been fretting about this for some time. Scott Minerd from Guggenheim Partners, thinks the Fed is already
trapped and may have to ‘jawbone’ gold up to $10,000 (U.S.) an ounce, to ensure that its own bullion reserves cover
mounting liabilities. What is new is that these worries are surfacing openly in Fed circles. The Mishkin study almost
certainly reflects a strand of thinking at Constitution Avenue; so there may be more than meets the eye in last week’s
Fed minutes which rattled bourses across the world with hints of an early exit from QE. Fed Chairman Bernanke is
not going to snatch the punch bowl away just as the U.S. embarks on fiscal tightening this year of 2% of GDP, one of
the most draconian budget squeezes in the last century. However, he may have concluded that the Fed is sailing too
close to the wind and must take defensive action soon.”
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Tuesday, February 26th
•

Front Page Headline, Bloomberg News – “Bernanke
Defends QE Policy Citing Benefits Outweigh Risks.
In his semi-annual monetary policy report to the U.S.
Senate Banking Committee, Federal Reserve Chairman Ben Bernanke defended the central bank’s quantitative easing policy (fixed income asset purchase
program) citing: ‘We do not see the potential costs of
the increased risk taking in some financial markets as
outweighing the benefits of promoting a stronger economic recovery. Inflation is currently subdued and inflation expectations appear well anchored. However,
automatic federal budget spending cuts (sequestration)
set to commence March 1st. will place a significant burden on the economy if lawmakers can’t avert the reductions. Basically, I do urge Congress to put the federal
budget on a sustainable long-run path. Since the job
market continues to be generally weak, the asset purchases will continue, unless the labor market outlook
shows substantial improvement from current levels.”

•

New York-based S&P / Case-Shiller reports its home
price index of 20 U.S. cities rose by 6.8% in December on a year-over-year basis, the biggest annual gain
since July 2006, citing continuing low mortgage rates
and a reduced inventory of homes for sale; as well as
foreclosures. Nineteen of the 20 cities surveyed registered gains.

•

Front Page Headline, Bloomberg News – “Senate Must
Pass a Sequestration Replacement Bill: Boehner.
During a Washington press conference, House Speaker John Boehner (R., Ohio) urged the Senate to pass
a sequestration replacement bill, while accusing the
Obama administration of not being focused on finding
a solution to averting the March 1st. spending reductions. Mr. Boehner stated: ‘If the Senate acts, I’m sure
the House will act quickly.”

U.S. House of Representatives Speaker John Boehner

•

U.S. Federal Reserve Chairman Ben Bernanke

•

Source: Getty Images

Front Page Headline, Bloomberg News – “JP Morgan
Chase Announces 19,000 Layoffs. JP Morgan Chase
& Co. – the biggest American bank – plans to reduce
its work force by as many as 19,000 employees in its
mortgage and community banking businesses through
2014. The bank had about 259,000 employees at the
end of December and will cut 13,000 to 15,000 jobs in
its mortgage unit; plus 3,000 to 4,000 jobs in community banking – excluding residential lending – by 2015.
Kristin Lemkau, a bank spokeswoman elaborated: ‘Firm
wide head count will shrink by about 4,000 employees
this year mainly through attrition, while some employees will be redeployed to other areas.’ Chris Kotowski,
a bank analyst with Oppenheimer & Co. in New York,
observed: ‘When credit problems are mounting, banks
have to throw money at them. However, when credit
quality stabilizes, banks can focus on operational efficiency.”

Source: Getty Images

The Commerce Department reports U.S. sales of new
single family homes rose by 15.6% in January to a
seasonally adjusted annual pace of 437,000 units, following an upwardly revised rate of 378,000 units in
December. Homebuyers continued to be lured by record low mortgage rates and only an inventory of 4.1
months’ worth of homes for sale.

Wednesday, February 27th
•

The Commerce Department reports orders for U.S. durable goods – products designed to last at least 3 years
– declined by 5.2% in January, citing weaker demand
for commercial and military aircraft. Excluding transportation items, durable goods orders rose by 1.9%,
the fifth consecutive monthly increase.

•

The European Commission (EC) reports its economic /
business confidence index rose to a reading of 91.1 in
February for the 17 nations in the European Monetary
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Union (EMU) following a level of 89.5 in January. Ben May, an economist with Capital Economics in London observed:
“Since this survey predates the Italian election results, one can’t assume one is going to witness this continued upward trend in (EMU business) sentiment during the forthcoming months.”
•

Front Page Headline, Wall Street Journal – “President Obama, Congressional Leaders to Meet over Looming
Sequester. According to an administration official, U.S. President Barack Obama and congressional leaders plan to
meet at the White House this Friday to discuss the $85 billion (U.S.) in automatic spending cuts – known as the sequester – set to take effect the same day. The meeting follows weeks of disagreement over how to avert the spending
cuts and after both political parties have spent the last several days blaming each other for the lack of progress on a
replacement plan. President Obama will meet with House Speaker John Boehner (R., Ohio), Senate Minority Leader
Mitch McConnell (R., Ky.), House Minority Leader Nancy Pelosi (D., Cal.) and Senate Majority Leader Harry Reid (D.,
Nev.). Mr. McConnell postulated: ‘We can either secure those (spending) reductions more intelligently, or we can do
it the President’s way with across-the-board cuts. However, one thing Americans simply will not accept is another tax
increase to replace spending reductions to which we have already agreed.”

•

Front Page Headline, Business Insider – “Sequestration Will Wreak Havoc Within U.S. Federal Prison System.
According to the U.S. Attorney General’s office, should sequestration take effect, the Federal Bureau of Prisons (BOP)
will have to operate with a major budget reduction of $338 million (U.S.) while coping with a rising number of inmates.
According to the Justice Department’s 2012 annual report, the federal prison system is 38% overcapacity. In an e-mail
to the Business Insider, a spokesperson from the Department of Justice (DOJ) related that federal officials ‘are acutely
concerned about staff and inmate safety should sequestration occur. At times, we may have to maintain a minimum
level of staff for security purposes. Full or partial (inmate) lockdowns may have to be implemented.”

•

J.C. Penney reports a net loss of $552 million (U.S.) in the 4th. quarter of 2012, as same store sales declined by 32%
to $3.88 billion (U.S.). For the fiscal year ended February 2, 2013, the company reported a net loss of $985 million
(U.S.), or $4.49 (U.S.) per share. Chief Executive Officer Ron Johnson elaborated: “Sales and customer traffic were
below our expectations in 2012, but as we execute our ambitious transformation plan, we are pleased with the great
strides we have made to improve our cost structure, technology platforms and the overall customer experience. We
have accomplished a great deal in the last 12 months. We believe our bold actions taken in 2012 will materially improve the company’s long term growth and profitability.”

•

Front Page Headline, Armstrong Economics – “Obama Administration’s New Litmus Test. Dr. David Janda, the host
of Operation Freedom aired on radio station WAAM Talk 1600 of Ann Arbor, Michigan, had a guest on his February
24th. show ‘who informed listeners that based upon information supplied by a high level military officer, that there is
an Obama Administration new Litmus Test, whereby senior officers are being asked: would they be willing to order
troops to fire on Americans if they were unwilling to relinquish their guns and ammunition? That interview went viral
over the Internet and some 40 military officers have since come forward confirming that information.
Domestic civil unrest military exercises are becoming common. Armed military vehicles are patrolling Wisconsin
neighbourhoods, as part of a civil unrest training exercise on behalf of the United States Army Reserve. It is clear that
the government knows what is coming. It only need look at Europe. It will defend itself and it is a crime to call for such
an uprising as the Founding Fathers did against the King (of England). The King is dead – long live the President.
A series of recent military exercises in major cities including Miami and Houston have alarmed residents and even
local officials who were largely unaware of the drills would be taking place in their jurisdictions. The Obama administration has enacted countless laws stripping Americans of all rights. President Obama is out to disarm Americans and
surrounds himself with children (at every possible photo-op), as if he really gives a damn. His controversial “urbanwarfare” scenarios included low-flying black helicopters firing blanks out of machine guns, heavily armed troops rappelling onto buildings and all out assaults. These “urban-warfare” drills are taking place all over the country. How
can this man stand there and pretend this is about street violence, when in fact it is about disarming Americans when
socialism collapses as they know it will? Do you really think the government will surrender all authority, yield power
and adopt a gold standard? Good luck!”

•

Front Page Headline, Mining Weekly – “Mining Strikes Cost South Africa 15.3 Billion Rands. In its 2013 budget
released today, the South African National Treasury revealed the total value of mining production lost owing to strikes
and work stoppages in 2012 amounted to 15.3 billion rands. Mining value-added output declined by 4.3% in the first
three quarters of 2012 in response to strike-related work stoppages while weaker global growth reduced Chinese demand and softened commodity prices. Although mining output between July and October fell by 16.7%, it rebounded
somewhat in the last two months of the year. Nevertheless, output was still 3.1% lower in 2012 than in 2011. Notable
production losses were recorded, with production of copper declining by 21.8%, gold production falling by 14.5% and
platinum-group metals sliding by 12%. In contrast, iron-ore production increased by 15.7%. The National Treasury
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warned that delays in the resumption of full operations, shaft closures and disruptive labour relations could constrain
output for a long period; with structural impediments and a changing global market affecting the outlook for the sector.
China and other emerging markets were currently the principal drivers of demand and prices for a range of industrial,
energy and agricultural commodities. Weak automotive markets in Europe and Japan and increased recycling of autocatalysts, have contributed to lower demand for platinum. Private sector investment growth slowed to 4.3% in the
first three quarters of 2012, compared with 4.6% in the corresponding 2011 period. Investment by the mining and
manufacturing sectors, which accounted for about 60% of overall investment growth in 2011, also slowed sharply in
2012. Finance Minister Pravin Gordhan mentioned in his Parliamentary address that although South Africa’s economy
had continued to grow in 2012, this had been at a slower rate than projected at the time of the 2012 budget.”

Thursday, February 28th
•

Front Page Headline, Business Insider – “Is the Great U.S. Household Deleveraging Process Finally Over? In its
latest quarterly publication, the Federal Reserve Bank of New York reports total American household debt increased
by $300 million (U.S.) to $11.34 trillion (U.S.) in the 4th. quarter of 2012, suggesting that the great American consumer
deleveraging process may be ending. Mortgages account for 71% of the total debt while student loans total $966 billion (U.S.).

•

Front Page Headline, Financial Times – “U.S. Braced as Sequester Deadline Looms. America is braced for acrossthe-board public spending cuts to take effect tomorrow, as revised gross domestic product (GDP) data reveal the
U.S. economy is highly vulnerable to lower outlays. The estimate of U.S. GDP growth in the 4th. quarter of 2012 was
revised upward by the Commerce Department from an annualized decline of 0.1% to an increase of 0.1%. The onset
of sequestration, as the public spending cuts are known, threatens GDP growth in the U.S. and globally. They will
impact everything from housing vouchers to naval shipbuilding, with $85 billion (U.S.) in spending cuts for the rest
of the current fiscal year ending September 30th. The International Monetary Fund has warned it would cut its GDP
growth forecast for the U.S. if sequestration takes effect. The non-partisan Congressional Budget Office (CBO) pre-
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dicted U.S. GDP growth would be 0.6% lower and there would be 750,000 fewer jobs at the end of 2013 because of
sequestration. Desultory political efforts today to replace sequestration were mainly aimed at avoiding blame, as rival
Republican and Democratic bills in the Senate fell well short of the necessary 60 votes for passage.”
•

Front Page Headline, Global Research – “Austerity USA Begins March 1st. Shamus Cooke – a writer for Workers
Action – expounds: ‘Democrats and Republicans share similar enough visions that massive cuts to cherished social
programs appear to be inevitable. Much of the made-for-TV bickering is purely political posturing, meant to fool the
working people most affected by these (public spending) cuts into believing ‘it’s the other party’ which is responsible.
Politicians have been able to get away with this disgusting behavior because there are very few independent voices
telling the truth about what’s happening. Many labor and progressive groups are consciously lying about the dynamic,
placing blame squarely on the Republicans, thus allowing the Democrats not to be held accountable for their pandering to the corporate elite’s demand to use austerity to attack the social safety net. In reality, both parties are jointly attacking working and poor people via austerity, on a city, state and national level. If labor and community groups united
in a demand of ‘No Cuts, Tax the Rich’ and organized massive mobilizations, there would be a very different public
debate happening right now. It’s not too late for these groups to tear themselves from the jaws of their attackers.”

Friday, March 1st
•

Autodata reports U.S. Automobile sales rose by nearly 4% to an annual pace of 15.38 million vehicles in February,
citing a 30% increase in sales of General Motors’ Chevrolet Silverado truck and a 15.3% gain in sales of Ford Motor ’s
F-series.

•

Front Page Headline, Globe and Mail - “Keystone XL Pipeline Won’t Impact Global Warming: U.S. State Department. Trans Canada Corp.’s proposed Keystone XL Pipeline cleared a significant political hurdle in the United States
after a State Department assessment concluded the project would not contribute to the warming of the planet. Assistant Secretary of State, Kerri-Ann Jones cautioned: ‘The Department’s report does not provide a recommendation
on the project.’ However, activists who oppose the pipeline condemned the report as a ‘botched job’ which unduly
minimized the environmental impacts, while proponents welcomed its conclusions.” Keystone XL opponents should
give their collective heads a shake! Would American naysayers prefer that Canada sell its oil to China, while
America, not only continues its dependence upon unreliable Middle East oil, but also, forfeits the project’s
thousands of jobs – especially during a time of a persistent unemployment rate of at least 8% – while the top
quality pipeline poses only a minimal environmental risk?

Protestors carry a replica of the Keystone XL pipeline in Washington Feb.15th.

Source: Reuters
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•

Front Page Headline, Globe and Mail – “A Dysfunctional U.S. Government in Spotlight as Sequester Talks Fail.
U.S. President Barack Obama and congressional leaders ended a White House meeting without an agreement to mute
or delay $85 billion (U.S.) in public spending cuts, raising new questions about the functionality of the U.S. political
system and signaling the beginning of yet another budget battle.”

•

Markit Economics/CIPS reports its U.K. manufacturing purchasing managers’ index declined to a reading of 47.9 in
February, sending the British pound to a new low of $1.50 (U.S.) in intraday trading for the first time since July 2010.
The weak data feeds into investors’ expectations that the Bank of England will soon commence a new round of quantitative easing – i.e. additional purchases of U.K. government bonds (gilts).

•

Front Page Headline, Financial Times – “President Obama Warns of Lengthy U.S. Fiscal Crisis. Following a White
House meeting with congressional leaders, President Barack Obama prepared Americans for a lengthy fiscal crisis
and a weaker economy stating: ‘It could take months for the White House and Congress to reach an agreement to
reverse sweeping budget cuts which became effective today.’ President Obama spoke from the White House after a
meeting with congressional leaders ended without any last-minute agreement to stop sequestration – public spending
cuts worth $85 billion (U.S.) through the end of September and $1.2 trillion (U.S.) over a decade. On Friday evening
President Obama signed the official directive to put the spending cuts into effect, ordering government agencies to
reduce their budgets by $85 billion (U.S.) over the next seven months. The letter to Congress from the Office of Management and Budget specified defense spending would be cut by 7.8% and discretionary spending by 5%.”

•

Front Page Headline, Financial Times – “Zuma Warns West’s Colonial Corporates. In an interview with the Financial Times, South African President Jacob Zuma warns: “I’ve said to the private sector of the western countries: Look,
you must change the way you do business with Africa, if you want to regain Africa. If you want to treat Africa as a
former colony … then people will go to new partners (read China and other developing powers) who are going to treat
them differently … While Europe still represents Africa’s biggest partner in business and trade, Africa does not want
to be dominated again.”
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Front Page Headline, Bloomberg News – “Michigan Governor Snyder Declares Fiscal Emergency in Detroit. During a town hall meeting, Michigan Governor Rick Snyder announced he plans to name an emergency financial manager
to handle Detroit’s fiscal crisis, stripping power from local officials in the withered city which in the 1940s was the
fourth largest city in America and the thriving capital of the automotive industry. Governor Snyder remarked: ‘It’s a
sad day, a day I wished would never happen, but it’s (also) a day of promise.’ The City of Detroit, with a budget deficit
of $327 million (U.S.) and more than $14 billion (U.S.) in long-term debt obligations would be the sixth Michigan city
placed under state control as Governor Snyder tries to prevent what could be the largest U.S. municipal bankruptcy.
Commencing in mid-March, an emergency financial manager would have the power to cancel labour contracts, reduce
expenditures and sell municipal assets. While no Michigan municipalities have yet filed for bankruptcy, on February 19th. a state review panel’s determination that a financial emergency grips Detroit cleared the way for Governor
Snyder to act to avoid one … Imagine a city with open space larger than the size of Paris, where people are planting
hardwood trees and vegetable gardens and neighbours have lots of room to spread out.”

Michigan Governor Rick Snyder

Source: Getty Images

CLOSING LEVELS FOR FRIDAY, March 1st
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“Those who cannot remember the past are condemned to repeat it.” Santayana

