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Monday, March 4th
In a memo to clients, Gluskin Sheff Chief Economist David Rosenberg notes: ‘The recent slide in the value of the
Canadian dollar (CAD), currently 97.41 cents (U.S.), represents a technical correction that has brought it back into its
fair value range of 97 to 98 cents (U.S.). In our research, we have found that when the CAD undergoes one of these
technical corrections, it typically slides 5% below fair value before bottoming out and resuming its uptrend. If that’s
the case, the current correction would take the CAD down to 94 cents (U.S.), a level that it hasn’t seen since 2010.
For investors, a move towards 94 cents (U.S.) would likely represent a significant buying opportunity and our overall
long-term view remains positive.’ Mr. Rosenberg cites the potential American approval of the Keystone XL oil pipeline
later this year as a big positive for the Canadian dollar.
•

Front Page Headline, Mish’s Global Economic Trend Analysis – “BOJ Nominee Pledges to do Whatever Required to
Combat Deflation. At a confirmation hearing in parliament in Tokyo, Haruhiko Kuroda, nominated to be the next Governor of the Bank of Japan, stated: ‘I would like to make my stance clear, that the central bank under my leadership
will do whatever is needed to combat 15 years of deflation.’ Prime Minister Shinzo Abe’s nomination of Kuroda has
raised expectations for more aggressive monetary easing to revive the world’s third largest economy, after Masaaki
Shirakawa leaves the post on March 19th. The opposition Democratic Party of Japan – the largest party in the upper
house – has signaled it will support Kuroda, easing his confirmation.
In a recent interview, Mr. Kuroda stated that falling prices exacerbate real debt burdens and provide an incentive to
companies and households to postpone spending. Consumer prices – excluding fresh food – declined by 0.2% in
January. That price index hasn’t advanced by 2% – the central bank’s new target – in any year since 1997, when a
national sales tax was increased. Indeed, any country determined to destroy its currency can do just that. However,
quantitative easing (QE) alone will not suffice if all the printed money sits as excess reserves. If QE fails, what next?
More Bridges to Nowhere? Regardless, the idea that higher prices are a blessing is blatant stupidity. The last thing
aging Japanese citizens need is rising prices. If anything, low interest rates are counterproductive because Japanese savers receive 0% on their savings. This should sound familiar because Fed Chairman Bernanke has the same
preposterous ideas. Once sentiment turns (who knows when) Japan is going to have a difficult time preventing the
bottom from falling out of the yen. When that happens, the defeat of deflation is going to be the mother of all Pyrrhic
victories, wherein the BOJ wins a battle but loses the war.”
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•

Front Page Headline, Bull and Bears Gold Stock News and Views – “Gold Forecast for 2013. The aim of the London
Bullion Market Association (LBMA) 2013 Precious Metals Forecast is to predict the average, high and low price for
gold, silver, platinum and palladium as accurately as possible. At least 30 analysts expect all four metals to increase
in price during 2013 by about 5%. Notwithstanding the above, forecasters predict that continued uncertainties in the
global economy mean there could be significant volatility in the prices for all four metals. In comparison to the previous few years’ double digit performance, 2012 saw only a single digit rise of just over 4% in the price of gold. Analysts
are expecting a similar increase in the gold price during 2013, with the average price forecast to increase by 5.3% to
about $1,740 (U.S.) per ounce against the price level of about $1,650 (U.S.) during the first week of January.”

•

Front Page Headline, Business Insider – “Recent Increases in Gas Prices Appear Seasonal. Deutsche Bank economist Carl Riccadonna reports concerns about higher U.S. gasoline prices may be premature. ‘Gasoline prices have
increased by about 16% since mid-December, however, the trend to date is not particularly unusual. Gas prices have
a distinct seasonal pattern. Typically, they rise in the first half of the year, plateau during the peak summer driving
season, only to retrace most of the earlier gains during the second half of the year. As last reported, the average retail
price for regular grade gasoline was $3.78 (U.S.) per gallon. This compares to an average of $2.78 (U.S.) per gallon
in 2010, $3.52 (U.S.) in 2011 and $3.62 (U.S.) in 2012. At face value, the 53 cents per gallon (U.S.) price increase
from mid-December is troubling, but this is actually relatively consistent with the regular seasonal pattern. See chart
below.”

Monday March 4, 2013

Tuesday, March 5th
•

The Tempe, Arizona-based Institute for Supply Management (ISM) reports its U.S. non-manufacturing index rose to a
reading of 56 in February, following a level of 55.2 in January, citing a steady level of business spending and greater
activity in the housing market. Guy Lebas, a fixed income strategist at Janney Montgomery Scott LLC in Philadelphia
noted: “Business spending and investment continues to trend fairly strongly, despite some apparent consumer income
pullbacks.”

•

The Commerce Department reports Americans spent $782.5 billion (U.S.) for recreational goods, vehicles and services – including sporting equipment and amusement parks – in January on a seasonally adjusted basis, representing
6.9% of total personal consumption, accounting for a reduced share of U.S. consumer spending since the financial
crisis. Higher gasoline prices and payroll tax increases have led to a broadly based slowdown at fitness clubs. Robert
Giardina, CEO of Town Sports International Holdings commented: “Cancellations increased and personal training and
membership sales began to fall in the last half of January as consumers became much more cautious.”

•

Data provider Markit Economics reports the composite Purchasing Managers’ Index (PMI) for the euro zone declined
to a reading of 47.9 in February from a level of 48.6 in January. A sub-50 reading means activity across the European
Monetary Union’s (EMU) manufacturing and services sectors fell on a month-to-month basis. Chris Williamson, chief
economist at Markit noted: “The figures mean the euro zone’s GDP will probably decline in the 1st. quarter – albeit
not as rapidly as during the 4th. quarter of 2012 – and may not signal any economic growth until sometime in the final
quarter of this year. Hopes of a return to GDP growth for the EMU by mid-year now seem too optimistic. The outlook
largely depends on whether the German economy can continue to grow enough to offset the economic weakness in
France, Italy and Spain, which seems a tall order.”

•

Front Page Headline, Reuters News – “Thousands of Portuguese March Against Austerity. Hundreds of thousands
of Portuguese poured onto the streets of Lisbon and other cities last weekend to demand an end to austerity dictated
by an international bailout and the resignation of the center-right government. The rallies, which follow the introduction of the biggest tax hikes in living memory, mark the greatest public show of discontent since demonstrations last
September forced the government to adjust some of its austerity measures. More than 200,000 protestors in Lisbon
packed the vast imperial Praca do Comercio square – home to the Finance Ministry – and surrounding streets, chanting: ‘It’s time for the government to go.’ Organizers estimated as many as 500,000 people took part in the rallies
around Lisbon, which would make the protest bigger than in September, but the numbers could not be independently
confirmed. Many carried banners with slogans such as ‘Austerity kills’ and ‘Screw the troika, power to the people’
aimed at the troika of lenders from the European Commission (EC), the European Central Bank (ECB) and the Inter-
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national Monetary Fund (IMF). The rallies, which coincide with a quarterly review by the EC and IMF bailout inspectors are the first large protests since the government acknowledged last month that the economic downturn this year
will be nearly double its earlier predictions. The forecast 1.9% decline in gross domestic product (GDP) will further
deepen the worst recession since the 1970s, already in its third year. Tax hikes and spending cuts ordered by the
terms of the 78 billion euro ($101.3 billion U.S.) bailout agreement in mid-2011 have slashed consumer demand and
pushed unemployment to a record level of 17%, causing thousands of small businesses to go broke. The rallies were
organized in Lisbon, Porto and several dozen other cities via the internet, by a group of activists known as Que Se
Lixe a Troika, or Screw the Troika.”

Wednesday, March 6th
•

Roseland, New Jersey-based ADP Research reports U.S. companies added 198,000 workers in February, following an
upwardly revised gain of 215,000 in private sector payrolls in January. Mark Zandi, chief economist at Moody’s Analytics Inc. – who compiles the figures with ADP – commented: “The job market remains sturdy in the face of significant
fiscal headwinds. Businesses are adding to payrolls more strongly at the start of 2013 with gains across all industries
and business sizes. Tax increases and government spending cuts don’t appear to be affecting the job market.”

•

Front Page Headline, Globe and Mail – “Bank of Canada Focuses on Economic Growth. In his monthly monetary
policy report, Bank of Canada Governor Mark Carney left the Bank Rate unchanged at 1% citing: ‘With continued
slack in the Canadian economy, the muted outlook for inflation and the more constructive evolution of imbalances in
the household sector, the considerable monetary policy stimulus currently in place will likely remain appropriate for a
period of time, after which some modest withdrawal will likely be required. Residential investment is expected to decline further from historically high levels. Accordingly, the Bank expects trend growth in household credit to moderate
further, with the debt-to-income ratio stabilizing near current levels.”

•

Front Page Headline, Wall Street Journal – “Fed’s Beige Book Reveals Modest Economic Growth. Accordingly to
the Federal Reserve’s latest Beige Book report – a survey based upon input from business contacts and economists
across the country – the U.S. economy expanded and the labour market improved a little during January and February.
While most of the Fed’s 12 districts experienced either modest or moderate economic growth, the districts of Boston
and Chicago reported slow growth. The survey was prepared by the Federal Reserve Bank of Kansas City and compiled through February 22nd. to be used for discussion purposes at the next Federal Open Market Committee (FOMC)
meeting on March 19th. and March 20th.

Monday March 4, 2013

•

Front Page Headline, Wall Street Journal – “EC Fines Microsoft $732 million (U.S.). The European Commission –
compliance regulator for the European Union (EU), fines Microsoft Corp. 561 million euros ($732.2 million U.S.) for
breaking its promise to offer millions of users of its Windows operating system, a choice to pick alternatives to its
Internet Explorer browser. In a prepared statement, EC competition chief Joaquin Almunia stated: ‘Of course, such a
breach is very serious, irrespective of whether it was intentional or not, and it calls for a sanction. I hope this decision
will make companies think twice before they even think of intentionally breaching their obligations, or even of neglecting their duty to ensure strict compliance.”

•

Front Page Headline, Wall Street Journal – “BOE Governor King Urges RBS Split. In testimony before a parliamentary commission examining standards in banking, retiring Bank of England Governor Mervyn King called for statecontrolled Royal Bank of Scotland Group PLC to be divided into two entities. Sir Mervyn King, who will retire in June
after 10 years at the helm of the U.K. central bank, recommended: ‘I favour splitting RBS into a healthy lender which
can be sold back to the private sector quickly and a bad bank replete with RBS’ souring loans and other undesirable
assets. Therefore, fully nationalizing RBS – 81% owned by taxpayers – may not be necessary. It is nonsense that
the government is officially managing its stake in RBS at arm’s length through U.K. Financial Investments Ltd. I urge
government ministers to use RBS as a vehicle to fuel the economy with loans to businesses and consumers. It’s 4 ½
years on and there is no immediate sign of RBS going back to the private sector. That means we have neither been
decisive in recapitalizing the bank, nor in restructuring it.”

•

Front Page Headline, Wall Street Journal – “CIC President Warns Japan on Yen Devaluation. The president of China’s giant sovereign wealth fund warns Japan against using its neighbours as a ‘garbage bin’ by deliberately devaluing
the yen, joining a growing number of Chinese officials sounding alarms about a potential currency war. In an interview
with the Wall Street Journal, Gao Xiqing, president of China Investment Corp. stated: ‘Treating your neighbours as
your garbage bin and starting a currency war would not only be dangerous for others, but also eventually be bad for
yourself.’ At a parliamentary confirmation hearing in Tokyo on Monday, Bank of Japan governor nominee Haruhiko
Kuroda explained: ‘The BOJ’s monetary policy is not at all targeted at pushing down the currency. By taking a bold
monetary easing policy and exiting deflation as soon as possible, that’s something good, not only for Japan, but also
for the economies of Asia and the rest of the world.’ Chen Yulu, an advisor to the People’s Bank of China elaborated:
‘China will face inflationary pressure in the second half of the year mainly due to steps taken by other central banks
to prop up their economies by buying bonds. Such quantitative easing measures have held down interest rates and
caused investors to flock to emerging markets in search of better returns, driving up their asset prices and exchange
rates. The currency war situation is quite severe. China is definitely a victim.”
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•

Front Page Headline, Daily Telegraph U.K. – “Thomas Cook to Eliminate 2,500 U.K. Jobs. Thomas Cook’s high
street travel agencies will bear the brunt of the job losses, with 1,600 retail positions on the line as the holiday giant
proposes to close a further 195 agencies in the U.K. – reducing the total number of U.K. agencies to 874. About 900
administrative and managerial roles will also be cut as part of a restructuring plan to reduce costs in the U.K. business
by 140 million pounds. Peter Fankhauser, Thomas Cook’s CEO for the U.K. and continental Europe, announced: ‘It
is never easy to make decisions which directly impact our people, but we also owe it to our customers to shape the
business effectively and ensure that when they book their holiday with us, our administrative costs are as low as possible. As we improve and develop our online capabilities, maintaining our presence on the High Street is an important
part of our omni-channel strategy. Even after these changes, we will still have one of the largest retail networks in
U.K. travel.”

Thursday, March 7th
•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 7,000 to 340,000 in the
week ended March 2nd. Separately, the Commerce Department reported the U.S. trade deficit widened by 16.5% to
$44.4 billion (U.S.) in January, after a deficit of $38.1 (U.S.) in December, on higher demand for crude oil.

•

The Economy Ministry in Berlin reports German factory orders, adjusted for seasonal swings and inflation, declined
by 1.9% in January, following an upwardly revised gain of 1.1% in December. Carsten Brzeski, an economist at ING
Group in Brussels, noted: “Today’s new factory orders are a disappointment and a painful reminder that the (sovereign debt) crisis is not over yet. While the solid labour market and the sharp increase in January already confirmed
the growth supportive role of consumption, the strengthening of industrial activity remains a very gradual and choppy
one.”

•

Front Page Headline, Wall Street Journal – “NYC Homeless Reaches Record High. The Coalition for the Homeless
reports a record high 50,000 New Yorkers slept in the city’s homeless shelters in January. That number includes
21,000 children who spent every night in a shelter.

•

Front Page Headline, Daily Telegraph U.K. – “British Workers’ Real Wages Decline by 4.5%: TUC. In a new study,
the Trades Union Congress reports between 2007 and 2011real wages fell by 4.5% in the U.K., higher than the decline in countries such as Italy and Japan, while in Australia and Canada there were increases of 6.9% and 5.4%,
respectively. TUC General Secretary Frances O’Grady remarked: ‘While many countries have suffered periods of
negative wage growth, no developed country has witnessed such a marked decline as the U.K. This government’s
blind obedience to self-defeating austerity has ensured that we are leading the way when it comes to the squeeze
on living standards. Businesses desperately need people to spend money, but employees are cutting back as their
wages are squeezed and the public sector, far from making up the gap, is being slashed too. Unless we get stronger
economic growth with rising real wages, consumer spending will remain weak and the economy will continue to flat
line.’ Shadow Treasury Minister Cathy Jamieson concurred: ‘These shocking figures show that a flat lining economy
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under David Cameron and George Osborne has led to a sharp decline in living standards since 2010. We are losing
in the global race with the biggest decline in real wages in any of the world’s top ten economies. Urgent action is
needed in this month’s budget to kick-start our stagnant economy and help people on middle and low incomes struggling with the rising cost of living.”
•

•

Front Page Headline, Daily Telegraph U.K. – “America’s Biggest Banks Would Lose $462 billion (U.S.) During
another Financial Crisis. Losses of $462 billion (U.S.) for America’s biggest 18 banks were projected by the Federal
Reserve’s ‘annual stress test’ – a regular exercise the central bank now conducts to monitor the resilience of the U.S.
financial system. The losses would be realized under the Fed’s most extreme scenario; wherein the unemployment
rate reaches 12%, house prices decline by 21% and stock markets lose 50% in value over the following two years. The
Fed reported: ‘America’s (largest) banks have continued to improve their ability to withstand an extremely adverse hypothetical economic scenario and are collectively in a much stronger capital position than before the financial crisis.”
Front Page Headline, Wall Street Journal – “Republican Alert of Declining Oil Production on Federal Lands. The
nomination of Recreational Equipment Inc. (REI) CEO Sally Jewell to Secretary of the Interior Department is drawing
attention to declining rates of oil and natural gas production on federal lands – a trend Republicans believe undermines U.S. President Obama’s pledge to support all forms of energy production and usage. Statistics released by the
Congressional Research Service this week reveal oil production on federal lands and waters fell by 18% between the
fiscal years 2010 and 2012. The report also showed natural gas production declined by 28% over the same period.
According to the report, by contrast, oil production on state and private lands rose by 33% between fiscal 2010 and
2012 and natural gas production increased by 20%. If confirmed as Interior Secretary, Ms. Jewell will be in a position to determine which government lands and waters are opened to drilling and which areas are protected. During
her confirmation hearing today before the Senate Energy and Natural Resources Committee, Ms. Jewell stated: ‘I appreciate that the (natural) resources are there and technologies are enabling us to tap them, along with renewables.”

Friday, March 8th
•

The Economy Ministry in Berlin reports German industrial production was unchanged in January from December, when
it rose by 0.6%

•

The customs administration reports China’s exports increased by 21.8% in February on a year-over-year basis, while
imports declined by 15.2%, leaving a trade surplus of $15.25 billion (U.S.). Earlier this week, the National Development and Reform Commission – China’s economic planning agency – set an 8% annual trade growth target for 2013,
after missing a 20% growth target for 2012, citing lower demand for goods from Europe, its second-largest market.

•

Statistics Canada reports the nation’s economy created 50,700 jobs in February, citing renewed hiring in the professional, accommodation and public administration sectors. Canada’s unemployment rate remained unchanged at 7%
as more people were looking for work.
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•

Front Page Headline, Wall Street Journal – “Fitch Downgrades Italy’s Credit Rating. Fitch Ratings downgrades
Italy’s sovereign debt credit rating to ‘BBB’ (High) from ‘A’ (Low) with a negative outlook, citing inconclusive election
results and a deeper recession. Fitch elaborated: ‘The inconclusive results of the recent Italian parliamentary elections make it unlikely that a stable new government can be formed in the next few weeks. The increased political
uncertainty and non-conducive backdrop for further structural reform measures constitute a further adverse shock to
the real economy amid the deep recession. The latest economic data revealed the current recession in Italy is one of
the deepest in Europe, while the unexpected decline in employment and ongoing weak sentiment indicators increase
the risk of a more protracted and deeper recession than previously expected. Italy’s gross general government debt
will peak this year, but a weak government could be slower and less able to respond to domestic or external economic
shocks. However, the new rating remains supported by the relatively wealthy and diverse economy with moderate
levels of private sector indebtedness.”

•

The Labor Department reports U.S. non-farm payrolls increased by 236,000 in February, while the official unemployment rate declined to 7.7% from 7.9% in January – the lowest level since December 2008. The biggest increases in
hiring occurred in professional services (73,000), construction (48,000), health care (32,000) and retail (24,000). The
percentage of people who have a job or are looking for one, declined slightly to 63.5%, matching a 32-year low.

•

Front Page Headline, Washington Post – “My Filibuster Was Just the Beginning. In a Washington Post op-ed,
Senator Rand Paul (R.Ky) stated: ‘If I had planned to speak for 13 hours when I took the Senate floor on Wednesday,
I would have worn a more comfortable pair of shoes. I started my filibuster with the words: ‘I rise today to begin to
filibuster John Brennan’s nomination for the CIA … I wanted to send an alarm bell from coast to coast. I wanted everyone to know that our Constitution is precious and that no American should be killed by a drone without first being
charged with a crime. As Americans, we have fought long and hard for the Bill of Rights. The idea that no person
shall be held without due process, and that no person shall be held for a capital offense without being indicted, is a
founding American principle and a basic right. I was demanding more information / clarification from the White House.’
Rand Paul, son of former presidential candidate Ron Paul, received his answer in a very short and rather curt letter
from U.S. Attorney General Eric Holder which basically just said ‘No!’
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•

Front Page Headline, Mish’s Global Economic Trend Analysis – “Spoiling the Great Employment News. Economists
were surprised by the massive ‘beat’ in today’s reported unemployment and non-farm payroll numbers. The unemployment rate fell by 0.2% to 7.7% and the economy allegedly added 236,000 jobs. Is that what really happened?
No, not really. According to the household survey (upon which the unemployment rate is based) the economy added
a healthy 170,000 jobs. However, a whopping 446,000 of those jobs were part-time jobs. Simply put, the economy
shed 276,000 full-time jobs. The Bureau of Labor Statistics (BLS) labeled those 446,000 part-time jobs as ‘voluntary.’
I am not so sure. Yesterday, a Gallup Survey on jobs showed the percentage of people working part-time, but wanting full-time work was 10.1% in February – an increase from 9.6% in January – and the highest rate measured since
January 2012.”

•

Front Page Headline, Le Metropole Café – “U.S. Economy Still Losing Jobs. Ignore both the fantasy job numbers
and the fantasy hype which accompanies them. There is only one truth with respect to the U.S. labor market and
employment. It is contained in the chart below and is produced by the Federal Reserve itself.

The picture is unequivocal. During the four years which the U.S. Government has dubbed ‘an economic recovery,’ the
U.S. economy has been losing jobs at the fastest rate in recorded history – for every year of this so-called recovery.
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•

Front Page Headline, Wall Street Journal – “IMF’s Lagarde Urges Euro Zone Action. In a keynote speech in Dublin,
Ireland, International Monetary Fund Managing Director Christine Lagarde suggested: ‘While the euro zone has come
a long way since last summer and financial anxieties have eased to some extent, improving investor sentiment is not
translating into higher jobs or incomes. It might be helping markets, but it is not helping people …This means that
ECB monetary policy should remain accommodative and we believe there is still some limited room for the ECB to cut
interest rates further.”

IMF Managing Director Christine Lagarde

•

Source: Agence France-Presse/Getty Images

Front Page Headline, Business Insider – “Investors Becoming Quite Pessimistic. In the wake of the Italian election results and the Dow Jones Industrial Average (DJIA) making an all-time high, bullish sentiment as measured by
the American Association of Individual Investors (AAII) plummeted last week from a high level of 41.8% to as low a
reading as 28.4%. In a comment posted on Pragmatic Capitalism, Charles Rotblutt noted: ‘The Dow’s new record
high gave some AAII members some reason to believe the current (equity) market rally will continue. It also heightened concerns other AAII members have about the stock market being overbought and due for a pullback in prices.’
Simultaneously, bearish sentiment rose by 1.9% to 38.5%. This is much higher than the historical average of 30.5%
for bearish sentiment.
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•

Front Page Headline, The Slog – “At the End of the Day. I’m indebted to the Longwave Group for pointing out various fascinating statistics to me. In particular, two stand out: since 1980, U.S. Federal debt has risen by 1,662%. Also,
within that same time frame, U.S. household debt has increased by 820%. However, here is one of my own statistics
using a well-established online format: U.S. household (debt) inflation – since that very same 1980 – was 279.5%.
Thus, whereas in real terms Washington has been overspending at a growth rate of 6 to 1, American homes have only
been doing it at a rate of 2.5 to 1. Neither figure says a lot about America’s grasp on reality, but I must also point
out here that (1) citizen credit madness ran at only 40% of the government’s and (2) during the period 1995 – 2008,
middle class American real-incomes declined by 30%. This second point is especially important because, whereas
Washington has a license to print money, Mr. and Mrs. Average American don’t … The inescapable conclusion is that
Main Street America manages its money 3.7 times better than the folks supposedly running the country. I doubt very
much if a single Yank (or Limey in thinking of Westminster) will be remotely surprised by the comparison; however,
when you think about that in a measured context, it is truly a massive disgrace. Here we have a political and governmental administrative elite whose sole purpose should be to spend taxpayers’ money wisely, whereas on the whole,
they seem to be chucking it at the four winds with all the due diligence of a rollover lottery winner. However, the bottom line remains the same: everyone has been living on credit … and sooner, rather than later, those who lend come
round to visit the borrower with a view to repayment … For the average contemporary citizen, it means topping up
credit lines and hoping for the best (but) when the banks start getting seriously stretched, it will mean foreclosure and
homelessness. However, for those in charge it means (for the time being) nothing more onerous than printing more
paper money which produces inflation … For those busy running paper money into the ground, eventually Chinese
people will turn up suggesting a change of policy. Since Beijing dare not ask for its money back (doing that means
they wouldn’t export anything) I strongly suspect that the change in policy will involve the use of something – probably
gold – from here on to back the fiat paper with something more than a picture of George Washington on a Greenback
saying ‘I cannot tell a lie.’ Here’s the worst rub of all: Longwave’s data also points out that the U.S. financial sector is
deeper in debt than back in 1980 to the tune of 2,257%. Thus, an indebted Washington can only rescue people more
deeply in debt by printing more money to reduce exporting costs … while eroding the purchasing power of the Dollar
to create more consumption and effective raw material importing. This circle is infinitely vicious. All of this may be
hard to believe, but it is frighteningly easy to deconstruct. If you postpone the day of debt reckoning, you create a
model of capitalism under which things can only continue as they are, if people can’t afford stuff keep on borrowing
to buy it anyway. This artificially inflates the value of what they want to purchase, until one day the price is there but
the credit isn’t. When that occurs, the only certainty is deflation as markets adjust to the New Paradigm … Take away
the infinite credit and negative demand must be the obvious result. The West has been gorging on credit for so long,
it knows not how to stop. The collapse of the credit suppliers will teach us how to do it big time and in real time.”

•

Front Page Headline, Le Metropole Café – “Why Deflation Wins! In a market analysis, Rob Williams opines: ‘I want
to continue discussing the idea that deflation, not inflation, now has the upper hand in the U.S. economy. We all
know that the Federal Reserve has been easing since 2009 and it recently raised the bar to include $85 billion (U.S.)
in monthly purchases of Treasurys and mortgage-backed securities. As a result, the Fed’s balance sheet now totals
$3.078 trillion (U.S.) of assets of varying quality. I maintain that little or none of that liquidity has filtered out into the
real economy, you and me. Following a brief resurgence in late 2011 and early 2012, the velocity of money turned
down and is now falling almost straight down. This is very disconcerting and yet you’ll almost never see it mentioned
in the mainstream media. The velocity of money has never been this low and that has a lot to do with the stagnation
we witness in the U.S. economy. In Jim Sinclair ’s website MineSet, I discovered the following comment: ‘Debt is the
very essence of fiat. As debt defaults, fiat is destroyed. This is where all these deflationists get their WRONG direction. Not seeing that hyperinflation is the process of saving debt at all costs, even buying it outright for cash. Deflation is impossible in today’s dollar terms because policy will allow the printing of cash, if necessary, to cover every
last bit of debt and dumping it on your front lawn. Worthless dollars, of course, but no deflation in dollar terms.’ This
idea might not be fallacious, but I contend that it does not fit with what is going on in today’s world and I want to explain why. I’d like you to think of debt as an iceberg. The exposed tip sticks out above the surface of the water and
comprises a very small percentage of the entire body. For our purpose, the tip of the iceberg is what is known as the
‘national debt’ and totals $16.662 trillion (U.S.) as of today and it is increasing by $1 million (U.S.) every 33 seconds!
When the Federal Reserve adopts an easy monetary policy, it eases in the hopes of alleviating the pressure placed
on the economy by the massive national debt. At present, the Fed is creating $85 billion (U.S.) per month, while the
national debt is increasing by $1.1 trillion (U.S.) per year. Under the best of circumstances, this means the Fed is running on the spot, or treading water. So, the Fed is barely keeping even with servicing the tip of the iceberg. In fact,
for five years I have been telling investors that the Fed has committed a serious, if not fatal error, by reacting after
the fact instead of acting before the problem blows up in your face. Once again, I want to remind you that we are
just talking about the tip and the real problems lie well below the surface. Below the tip we have a mountain of debt
euphemistically referenced as ‘unfunded obligations.’ These are programs such as all the money owed to the Social
Security Trust Fund, Medicare, Medicaid etc. Depending upon whom you listen to, this amounts to a minimum of $80
trillion (U.S.) and could exceed even $150 trillion (U.S.). Although this sounds like a lot of money, it only comprises

Monday March 4, 2013

about 20% of the iceberg. The Fed’s panacea of quantitative easing is not directed toward these unfunded obligations because they are under the surface and under everybody’s radar. To date, the Fed’s only course of action has
been to tell Congress to deal with it. Congress does what it does best and that is nothing. To make matters worse,
the unfunded obligations are growing at no less than 5% a year, or at a minimum of $4 trillion (U.S.). So, between
the national debt and unfunded obligations, total debt is increasing by no less than $5 trillion (U.S.) and comprises
no more than 25% of our iceberg. Now you can see that the Fed’s monthly contribution of $85 billion (U.S.) pales in
comparison to what is needed and you can begin to understand why the velocity of money is sloped downward like a
rabbit headed down a deep hole.
Still we are only dealing with 25% of the iceberg. The real meat of the issue deals with securities called over-thecounter derivatives. According to the Bank of International Settlements, the amount of OTC derivatives totaled
$640 trillion (U.S.) as of June 2012. I have seen other estimates which almost double this amount, but even using
lower figures, it comprises 75% of our iceberg. Most of these derivatives are interest sensitive and are almost always
denominated in U.S. dollars. With the increase in various credits’ bond yields over the last nine months, you can
rest assured that some stress exists. Because they are OTC, these derivatives are unregulated and there is no way
of knowing if either party actually has the funds to honour its obligation. Since the global economy is valued at $80
trillion (U.S.), it’s a safe bet that they can’t. Finally, assuming a 1% GDP growth rate, that adds another $7.5 trillion
(U.S.) in new debt. Now you can begin to grasp the problem in its entirety. The Fed is merely trying to keep the cork in
the bottle and it’s losing the battle to the tune of $11.5 trillion (U.S.) a year versus the $1 trillion (U.S.) flowing from its
printing press. As I see it, the debt will begin to increase exponentially within a year or so. Additionally, a side effect
of so few dollars chasing so much debt represents upward pressure on the U.S. dollar and through what was strong
resistance at 81.45 cents on the U.S. dollar index future spot price. This upward pressure is going to continue over the
short run and I would not be surprised to see the U.S. dollar spot price reach resistance at 84.89 cents before finally
turning down. It’s a simple case of far too much debt chasing way too few dollars, so interest rates must go up
as a form of compensation. In conclusion, I don’t have any doubt that the Dollar will fall and the bonds will become
worthless, but I take exception to the idea that we’ll succumb to inflation. We’re now firmly mired in a deflationary
morass and it will only become worse. Recently, I demonstrated that copper and oil were suffering declines over time
and if you look at other products like sugar, steel and aluminum just to mention a few, you’ll see the same downward
pressure on prices. Why? Consumers are buying less and corporate inventories are beginning to swell. General Motors now has the largest inventory going back more than a decade. The Fed blew it and will not print what’s required
to generate the inflation we need until it’s too late. Debt and deflation are a horrible combination and that’s precisely
what we’re going to experience.”
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CLOSING LEVELS FOR FRIDAY, March 8th

WEEKLY CHANGE
14,397.07

+ 307.41 points

$1,576.90 (U.S.)

+ $4.60 per oz.

12,835.61

+ 62.49 points

2.04%

+ 20 basis points

Canadian Dollar

97.17 (U.S.)

– 0.19 cent

U.S. Dollar Index Future (Spot Price)

82.715 cents

+ 0.471 cent

WTI Crude Oil (April)

$91.95 (U.S.)

+ $1.27 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

