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Front Page Headline, Globe and
Mail – “Cypriot Bailout Agreement
Stalls.

Monday, March 18th
The bailout agreement for Cyprus, one of the smallest members of the euro zone, was stalled this morning over reports
that the minority Cypriot government lacked the support to pass the proposed 10 billion euro ($13 billion U.S.) bailout
package, which is to impose a ‘haircut’ on bank depositors. None of the euro zone’s sovereign and bank bailouts, from
Ireland to Greece, has insisted that bank depositors finance part of the bailout package. The prospect of rich and poor
bank customers losing up to 9.9% of their deposits triggered near panic throughout Cyprus. Bank customers, some
of whom called the bank raid ‘daylight robbery,’ were lining up to withdraw cash from cash machines, many of which
had already been depleted of euros. The Cyprus state broadcaster CYBC reported that a man drove a bulldozer into
a bank branch in Limassol, the island’s financial center, to protest the levy. In Moscow, Russian President Vladimir
Putin called the levy ‘unfair, unprofessional and dangerous.’ Cyprus is one of the biggest offshore banking centers for
wealthy Russians and Cyprus is the source of most of the foreign investment in Russia. Various media reports suggested that Russian oligarchs had deposited between 20 billion euros and 26 billion euros in Cypriot banks for money
laundering purposes.”

Demonstrators protest the bank deposit levy outside the Cypriot parliament.

Source: Reuters
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•

Front Page Headline, Wall Street Journal – “Anti-Euro Political Party Mobilizes in Germany. A prominent group
of anti-euro German economists and business leaders has formed a political party to challenge Germany’s support
for euro zone bailouts, a move that could test the center-right coalition’s hold on conservative votes in the general
election this September. Political analysts suspect the new party – named the ‘Alternative for Germany’ – is unlikely
to gain enough traction to win seats in parliament. However, even if the party registers less than the 5% threshold
required to win representation, it could still attract enough conservative votes to prevent a return of the current coalition government; a combination of Chancellor Merkel’s Christian Democrats, their Bavarian sister party and the
pro-business Free Democrats. Germany’s future path may well depend upon how the euro zone sovereign debt crisis
evolves in the coming months.

•

Front Page Headline, Financial Times – “Citigroup to Pay $730 Million (U.S.) in Subprime Settlement. Citigroup
will pay $730 million (U.S.) to settle claims that it misled investors in its mortgage-backed bond issues and preferred
stock issues, over its exposure to subprime mortgages in the second-largest class action settlement related to the
financial crisis. Buyers of these Citi securities between 2006 and 2008 had alleged that the bank misrepresented its
vulnerability to billions of dollars in mortgage-backed securities. Plaintiffs in the class action suit, filed four years
ago, include the Arkansas Teachers Retirement Systems and the Louisiana Sheriffs’ Pension and Relief Fund. From
its purview, Citigroup stated: ‘The bank denies the allegations and is entering into this settlement solely to eliminate the uncertainties, burden and expense of further protracted litigation.’ Today’s settlement follows the $590
million (U.S.) paid by Citigroup last year to settle a lawsuit filed by shareholders accusing the bank of failing to fully
disclose its exposure to toxic mortgage products in the prelude to the financial crisis. For its part, the U.S. Securities
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and Exchange Commission (SEC) cited: ‘Four times in July and October 2007, Citigroup stated that it had reduced
its subprime mortgage exposure from $24 billion (U.S.) to $13 billion (U.S.) at the end of 2006. Yet the bank failed
to inform investors until November 2007, that it held in excess of $40 billion (U.S.) ‘super senior ’ tranches of collateralized debt obligations, which were backed by subprime mortgage instruments called ‘liquidity puts.’ Obviously,
the $590 million (U.S.) settlement paid by Citigroup in 2012 completely undermines its statement denying allegations
in its most recent settlement. At Longwave Analytics, we must pose the question: ‘Does Citigroup regard fixed
income investors as simpletons?’

Tuesday, March 19th
•

Front Page Headline, Globe and Mail – “Cyprus Crisis Deepens as Bailout Plan Is Rejected. In an evening session
in Nicosia, not one Cypriot lawmaker endorsed the EU Troika bailout plan which proposed a tax levy on depositors
– the first such feature in any European bailout – that would have impacted rich and poor alike. The Cypriot Parliament’s overwhelming rejection of the plan put the small Mediterranean country on the verge of a full-blown banking
crisis, as Cypriot Finance Minister Michalis Sarris attempted to find new funds in Moscow in order to buy time.”
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•

The Commerce Department reports new U.S. new home construction rose by 0.8% to an annual pace of 917,000 units
in February from an upwardly revised 910,000 annual rate in January. Building permits, a proxy for future construction rose by 4.6% to 946,000.

•

The ZEW Center for European Economic Research in Mannheim reports its index of German investor and analyst
expectations – aiming to predict economic developments six months in advance – rose slightly to a reading of 48.5 in
March from a level of 48.2 in February, the highest since April 2010.

•

Statistics Canada reports the nation’s factory sales declined by 0.2% in January, citing weak production in the aerospace, automobile and energy industries

Wednesday, March 20th
•

Front Page Headline, Bloomberg News – “Freddie Mac Sues Major Banks over Libor Manipulation. U.S. Government-owned mortgage giant Freddie Mac – the Federal Home Loan Mortgage Corp.—is launching a lawsuit via a complaint filed in the federal court in Alexandria, Virginia, against several major banks, including Bank of America and JP
Morgan Chase alleging: ‘the banks acted collectively to hold down the U.S. Dollar Libor rate to hide their institutions’
financial problems and boost their profits.’ In the complaint, Richard Leveridge – a lawyer representing Freddie Mac
– stated: ‘Defendants’ fraudulent and collusive conduct caused USD LIBOR to be published at rates that were false,
dishonest and artificially low. In order to bolster their respective reputations, the banks artificially increased their
ability to charge higher underwriting fees and obtain higher offering prices for financial products to the detriment of
Freddie Mac and other consumers.’ Freddie Mac is seeking unspecified damages for financial harm; as well as punitive damages and treble damages for violations under the Sherman Act. The complaint lists 15 banks as defendants,
as well as the British Bankers Association.”

•

Front Page Headline, Wall Street Journal – “Lenders Reject New Plans to Assist Cyprus. After international lenders
rejected an alternative government plan to secure a multi-billion euro bailout and Russian officials remained cool to a
Cypriot gas-for-cash agreement; Cyprus is facing narrowing options to rescue its outsize financial services sector from
collapse – an event that could end its membership in the euro zone. In parallel talks in Nicosia and Moscow, Cypriot
officials attempted to broker a three-way agreement aimed at rescuing the country, but without having to resort to a
bank deposit levy which euro zone and International Monetary Fund officials have insisted upon; and which Cyprus’
parliament rejected in a vote yesterday. Cyprus’ counterproposals included tapping the country’s pension fund assets,
restructuring and selling the island’s two biggest banks and offering Russia a sweetheart deal to access the country’s
natural gas reserves in exchange for a multi-billion euro loan. However, Cyprus found few takers, either from officials
of the troika of the European Commission, the IMF and the European Central Bank now in Cyprus, or in talks with
Russian officials in Moscow.
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•

Front Page Headline, Globe and Mail – “Flaherty’s Decision to Intervene in Mortgage Rates Raises Questions.
Canada’s Finance Minister Jim Flaherty has pressed Manulife Bank into reversing a mortgage rate cut, underscoring the government’s determination to prevent lenders from providing cheaper mortgages to house buyers, fearing
an exacerbation of soaring consumer debt levels. Mr. Flaherty instructed one of his officials to contact Manulife and
indicate his displeasure at its move to lower the rate on its 5-year fixed mortgage to 2.89% from 3.09%, saying its new
promotion was ‘unacceptable’ – presumably to the federal government … Liberal Member of Parliament (MP) Ralph
Goodale, who was federal finance minister from December 2003 to December 2006, noted: ‘Mr. Flaherty’s dubious actions raise a lot of serious policy questions. Are we now into a situation where the finance minister is regulating retail
interest rates? Well, that’s a pretty fundamental change in the way our financial institutions have operated (in the
past).” At Longwave Analytics, our serious question is: If Mr. Flaherty is so panic-stricken about what impact
a 20-basis point reduction in a 5-year fixed mortgage rate would have on the country’s housing market, is he
not better advised to contact Bank of Canada Governor Carney and pressure him to announce a hefty boost in
the Bank Rate, currently only at 1%? Mr. Flaherty should reference his official mandate because it is not within
his purview to personally intervene in Canada’s secondary markets.

•

Front Page Headline, Wall Street Journal – “U.K. Gambles on Even More Debt. Faced with a U.K. economy that
has barely grown since the second half of 2010 and a halving of this year ’s gross domestic product (GDP) growth
forecast to just 0.6%, Britain’s Chancellor of the Exchequer George Osborne used his fourth budget to stake his government’s fortunes on three big gambles: a recovery in the housing market, a recovery in business investment and
greater ‘monetary activism.’ However, the odds look stacked against him. Indeed, his solutions could just as easily
make the problems worse. The context for Mr. Osborne’s budget is a U.K. economy which remains one of the most
indebted in the world. According to the Office for National Statistics, since its peak in 2010, total private sector debt
has declined by 40 percentage points to about 440% of GDP. Household and corporate debt has doubled to 200%
over the last 20 years. Meanwhile, U.K. government debt is now forecast to reach 100% of GDP by 2015, higher than
France. Moreover, according to the Office for Budget Responsibility, the U.K. budget is now forecast to decline only
slightly in the next two years, from 7.4% this year to 5.9% in 2015. Mr. Osborne’s response is to stick to his current
strategy, which requires him to eliminate the structural deficit within five years. That will require substantial public
spending cuts over the coming years, making it impossible for government spending to be a source of (economic)
growth. Instead, Mr. Osborne is gambling that he can stimulate an (economic) recovery by encouraging the private
sector to assume even more debt. The risk is that no matter what inducements Mr. Osborne throws at the private
sector, it is too indebted to want to expand its balance sheet. Although Mr. Osborne has high hopes for his strategy,
it may prove to be too optimistic. The combination of high personal taxes and above target inflation will be gnawing
away at real disposable incomes.”
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Chancellor of the Exchequer Osborne presents his budget to parliament in London.

•

Source: Reuters

Front Page Headline, Financial Post - “U.S. Federal Reserve Remains Firm on Aggressive Stimulus. In a policy
statement following a two day meeting, the U.S. Federal Reserve Open Market Committee resolved: ‘The decision by
the FOMC to continue to purchase $85 billion (U.S.) in mortgage-backed securities and U.S. Treasurys on a monthly
basis denotes the FOMC will continue to take appropriate account of the likely costs and efficacy of such purchases
until the labor market has improved substantially in a context of price stability.”

Thursday, March 21st
•

Front Page Headline, Washington Post – “Congress Approves Resolution to Keep U.S. Government Operating. In
a bipartisan 318 to 109 vote, the U.S. House of Representatives gave final approval to a continuing funding resolution
which outlines federal government spending through the current fiscal year ending September 30th. The House vote
was taken a day after the U.S. Senate approved the bill. It now goes to President Obama for his signature, assuring
that the U.S. Government will continue operations after the current funding resolution expires on March 27th.

•

The National Association of Realtors reports U.S. existing home sales rose by 0.8% in February to a seasonally adjusted annual pace of 4.98 million units – the highest level since November 2009 – from an upwardly revised rate of
4.94 million in January, citing continuing low mortgage rates

•

London-based Markit Economics reports its composite index of euro-area services and manufacturing output – based
upon a survey of purchasing managers in both industries – declined to a reading of 46.5 in March from a level of 47.9
in February. Martin Van Vliet, an economist at ING Groep NV in Amsterdam, commented: “The data indicate that the
euro zone economy has remained stuck in recession in the 1st. quarter. With fiscal austerity, tight credit and high
unemployment set to keep most peripheral economies in recession, the path back to (economic) growth will likely be
slow and bumpy. Moreover, if the situation surrounding Cyprus spirals out of control, the onset of (economic) recovery
might well be delayed.”
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•

Front Page Headline, Globe and Mail – “Tax and Spending Measures Target Hard-Hit Canadian Factories. Canada’s Finance Minister Jim Flaherty delivered his budget in the House of Commons for the fiscal year ending March
31/14, focusing on reviving Ontario and Quebec’s traditional manufacturing base with stimulus to spur investment and
innovation. The budget features a two-year extension of the popular Accelerated Capital Cost Allowance (ACCA),
which will reduce manufacturers’ tax bill by $1.4 billion (CAD) over four years. Mr. Flaherty stated: ‘This will allow
businesses across Canada to improve their productivity and enhance their ability to compete globally.’ Jayson Myers,
CEO of the Manufacturers and Exporters Association expounded: ‘The ACCA provides cash flow up front as they make
the investments, so it actually increases the rate of return by about 10% over the first three years of the investment.”

•

Front Page Headline, Wall Street Journal – “Europeans in Dark over Cypriot Plans. According to officials involved
in the negotiations, rushed efforts to prevent a meltdown of Cyprus’ financial system were being hampered today by a
near breakdown of communications between Nicosia and the European institutions and governments from which the
Mediterranean island is seeking a bailout. By evening, EU officials in Brussels had received no detailed information
on two of three key bills that were being discussed in the Cypriot parliament and that Nicosia specified represent an
alternative to a controversial tax levy on bank deposits. Instead, EU officials were forced to seek information from
news outlets, several of which received leaked copies of the three bills. Meanwhile, the European Central Bank (ECB)
has publically announced that it will discontinue emergency liquidity funding on Monday night next, if no bailout agreement has been reached by them.”

•

Front Page Headline, Wall Street Journal – “Galleon Founder ’s Brother Charged with Insider Trading. In the U.S.
District Court – Southern District of New York, federal prosecutors charged Rengan Rajaratnam, 42 years old, with six
counts of securities fraud and one count of conspiracy in an indictment brought forward by a grand jury. The U.S. Securities and Exchange Commission (SEC) has filed similar allegations in a civil suit. In filing the charges, Federal Bureau of Investigation (FBI) Assistant Director-in-Charge George Venizelos commented: ‘Rengan Rajaratnam’s career
arc paralleled his brother ’s. He followed in Raj’s footsteps by obtaining an M.B.A. from a top-flight business school.
Then he went to work for Raj at Galleon … Now Rengan’s career arc has descended to the same place his brother ’s
did less than four years ago: defendant.’ According to the Wall Street Journal, Rengan Rajaratnam has been living
in Brazil and was seen by U.S. officials as a flight risk. It is unclear whether he would return willingly to the U.S. or
would face extradition.

Rengan Rajaratnam

Source: U.S. DOJ

Friday, March 22nd
•

The Munich-based Ifo Institute reports its business climate index – based upon a survey of 7,000 executives – declined to a reading of 106.7 in March from a level of 107.4 in February, the first drop in five months, citing uncertainty
surrounding the financial crisis in Cyprus
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•

Front Page Headline, Wall Street Journal – “Italy’s Bersani Asked to Attempt to Form Government. Italian President Giorgio Napolitano contacts center-left Democratic Party Leader Pier Luigi Bersani to try to forge a government
with viable parliamentary support – a daunting task at the least. Mr. Napolitano gave Mr. Bersani a few days to sound
out lawmakers in his own and other parties to see if he could construct a cabinet able to win the 30 extra Senate votes
he needs, following last month’s general election results. At the end of this short round of consultations, Mr. Bersani
will report back to Mr. Napolitano and, if successful, will officially be given the task of forming a new government.”
See also, Economic Winter, The Rise of Populism Within the European Monetary Union -- The Political Theatre
of the Absurd Engulfs the Apennine Peninsula March15, 2013.

Center-Left Democratic Party Leader Pier Luigi Bersani

Source: Zuma Press

•

Front Page Headline, Wall Street Journal – “Heavy Losses Set for Bankia Shareholders / Bondholders. Under the
strict terms of a European Union financed overhaul of the Spanish banking system, Spain’s Fund for Orderly Bank
Restructuring is forcing investors to bear heavy losses prior to injecting public funds into the banks. At Bankia, the
nominal value of its shares will be reduced to 0.01 euro from 2 euros and the nominal value of its preferred shares
and subordinated debt will be reduced to 4.84 billion euros ($6.29 billion U.S.) from 6.91billion euros. To recapitalize
Bankia, the 4.84 billion euros worth of preferred shares and subordinated debt will be converted into ordinary shares,
while the bank restructuring fund will inject 10.7 billion euros. This recapitalization will result in a massive dilution
for Bankia’s current shareholders, who will be left with less than 1% of the bank. The bank restructuring fund also
announced it would reduce the value of preferred shares in other ailing banks –Catalunya Banc’s by 61%, Banco Gallego’s by50% and NGC Banco’s by 43% – and then convert them into ordinary shares. However, since these three
banks aren’t publically traded companies, the Spanish government stated it would give the holders of the newly created ordinary shares the option of selling them to the country’s deposit-guarantee fund. Spain has received about
40 billion euros in European Union aid, which is being channeled through the Fund for Orderly Bank Reconstruction.”

•

Front Page Headline, Wall Street Journal – “Bangladesh Riots Threaten Its Economic Boom. Social unrest in
Bangladesh is beginning to spoil its reputation among foreign companies which had raced into the country and is
highlighting risks to investors seeking out new manufacturing bases cheaper than China. A manufacturing upswing
over the past few years, which had lifted this impoverished South Asian nation into one of the world’s top clothing exporters, now risks slipping through its fingers after a series of tumultuous events. Violent protests this month over the
sentencing of three Islamist opposition leaders for war crimes during Bangladesh’s 1971 war of independence have
led to at least 60 deaths and widespread strikes. Protests also erupted on the heels of two apparel factory fires, one
in November and a smaller one in January, which killed a combined 119 garment workers and attracted widespread
negative press abroad. Rights groups denoted the fires reflected possible dangerous working conditions and lax enforcement of labour standards in an economy which has become a major clothing supplier to American and European
retailers. Interviewed at a conference of supply chain executives – sponsored by the French Chamber of Commerce
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in Hong Kong – Veit Geise, vice president for sourcing at VF Corp. – a Greensboro, N.C. company which owns brands
such as Wrangler, Timberland and Nautica, observed: ‘We are already moving away from Bangladesh. How many
eggs do you want in a basket that’s basically a powder keg?”

•

Front Page Headline, Wall Street Journal – “Cyprus Adopts Bank Overhaul Plan. Cyprus remained at loggerheads
with international creditors over a bailout to rescue the country from financial collapse even after it adopted a radical bank restructuring plan which would close the Popular Bank of Cyprus – the country’s second largest bank – and
see its big depositors lose much of their savings. Nicosia and euro zone governments were in 11th. hour conference
calls today to avoid a meltdown of Cyprus’ financial system before Monday evening, when the European Central Bank
(ECB) has declared it would curtail emergency liquidity funds for the country’s banks. The Cyprus government was
still scrambling to raise 5.8 billion euros ($7.5 billion U.S.) which it needs to support its banks and qualify for a 10
billion euro bailout package from the Euro zone and the International Monetary Fund (IMF). European and Cypriot
officials familiar with the latest plans revealed they left a funding hole of some 3 billion euros. According to EU officials involved in the bailout talks, there were signs that Cyprus may be also forced to resolve the Bank of Cyprus,
the country’s biggest lender.”

Demonstrators wave banners during a protest outside the Cypriot Parliament.

Source: Bloomberg News
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•

Front Page Headline, Consciousness TV – “Get All Money out of Western Banks Now: Medvedev. A Russian
Ministry of Foreign Affairs ‘urgent bulletin’ being sent to embassies around the world today is advising both Russian
citizens and companies to begin divesting their assets from Western banking and financial institutions ‘immediately’
as Kremlin fears both the European Union and the United States are preparing for the largest theft of private wealth
in modern history. This warning is being made at the behest of Russian Prime Minister Medvedev who earlier today
warned against the Western banking systems’ actions against EU member Cyprus stating: ‘All possible mistakes …
have been made by them: the measure which was proposed is of a confiscation nature and unprecedented in its character. I can’t compare it with anything but … decisions made by Soviet authorities … when they didn’t think much
about the savings of their population. However, we are living in the 21st. century under market economic conditions.
Everybody has been insisting that ownership rights should be respected.’

Russian President Putin and Prime Minister Medvedev.

•

Source: Consciousness TV

Front Page Headline, Daily Telegraph U.K. – “Boris Berezovsky’s Last Interview: ‘There Is No Point in Life.’ On
Friday evening, Iya Zhegulev, a reporter with the Russian edition of Forbes Magazine, interviewed 67-year old oligarch
Boris Berezovsky in the restaurant of the Four Seasons Hotel on Park Lane in London. Mr. Berezovsky related: ‘I have
lived through many bad disappointments in London. I’ve lost the point … there is no point or meaning in my life. I
don’t want to be involved in politics. I don’t know what to do. I’m 67 years old and I don’t know what I should do from
now on. I want nothing more than to return to Russia. Even when they opened a criminal case against me, I wanted
to return to Russia … that was my main miscalculation: that Russia is so dear to me that I cannot be an émigré.’ Mr.
Berezovsky’s death was reported on the weekend after his body was discovered on a bathroom floor behind a locked
door in his house. Friends of Mr. Berezovsky claimed he may have been poisoned.”

The late Boris Berezovsky.

Source: Associated Press
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•

Front Page Headline, The Privateer – “A Horrendous Precedent in Cyprus. Regarding what would have happened
if the decision had NOT been made to extract a levy out of the bank accounts of all those having deposits in Cyprus’
banks, Cypriot President Anastasiades candidly admitted that: ‘the two Cyprus banks which are the focus of the
bailout would inevitably disintegrate without it. In addition, the State would be obliged to compensate depositors in
response to the obligation regarding guaranteed deposits. The capital required in such a case would amount to about
30 billion euros, which the State would be unable to pay.’ The President of Cyprus has stated that ‘his’ banking
system is in imminent danger of going totally bankrupt. Basically, he has told ‘his’ people that they faced a situation
in which they could lose some of their money now, or all of it in the VERY near future.”

•

Front Page Headline, Bloomberg News – “Cyprus Approves Capital Controls. Late on Friday, Cypriot lawmakers
approved capital controls and legislation to wind down banks as they scrambled to secure a European bailout and
avert a financial collapse of the Mediterranean island. The parliament passed nine bills yesterday, following a day
locked in talks between Cypriot and international officials in Nicosia. During the weekend, lawmakers may vote on
what sort of levy to impose on bank deposits above 100,000 euros ($130,000 U.S.). Cypriot President Nicos Anastasiades is trying to end a week-long impasse which is beginning to threaten the country’s membership in the euro.
The European Central Bank (ECB) has imposed a March 25th. deadline to produce proposals which will satisfy international creditors, or face the risk of losing access to all liquidity funds. Cyprus’ banks have been closed all week and
are due to reopen on March 26th.”

•

Front Page Headline, Financial Post – “France’s Latest Sting on the Rich: A Cap on Private Sector Salaries.
France’s top private sector executives could see their remuneration capped under a bill being tabled by the socialist
government, in the latest high profile move aimed at punishing the rich. The measure surfaced as President Francois
Hollande seeks to appease left-wing supporters who are angry at his focus on the deficit and debt reduction; plus the
failure to stem rising unemployment. Their disapproval has transformed him into the most unpopular French president
ever, after only spending 10 months in office. Last year, France passed a decree limiting the salaries of the heads
of state-owned firms to 450,000 euros ($596,294 U.S.) annually, following a scale whereby a state CEO should not
earn more than 20 times that of his lowest paid worker. In a recent poll, over 80% of the French populace supported
the limitation of private sector remuneration. Speaking in parliament yesterday, Prime Minister Jean-Marc Ayrault
announced: ‘Ladies and gentlemen, in a few weeks, I will propose a bill in order that these same measures can be
applied to large private businesses.”

French President Francois Hollande.

Source: Associated Press

Monday March 18, 2013

CLOSING LEVELS FOR FRIDAY, March 22nd
Dow Jones Industrial Average
Spot Gold Bullion (April)
S&P / TSX Composite
10 - Year U.S. Treasury Yield
Canadian Dollar
U.S. Dollar Index Future (Spot Price)
WTI Crude Oil (May)

WEEKLY CHANGE
14,512.03

– 2.08 points

$1,606.10 (U.S.)

+ $13.50 per oz.

12,757.35

– 72.68 points

1.93 %

– 6 basis points

97.72 (U.S.)

– 0.39 cent

82.206

– 0.595 cent

$93.71 (U.S.)

+ $0.26 per barrel
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“Those who cannot remember the past are condemned to repeat it.” Santayana

