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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, November 4th
Front Page Headline, Bloomberg News – “American
Economy Hog Tied by Federal Government: Fisher. Speaking in Sydney, Australia, Federal Reserve
Bank of Dallas President Richard Fisher expounded:
‘While I am not a proponent of increasing
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government spending without restraint, the excessively over-indebted U.S. government has been prevented from providing any
stimulus to the (domestic) economy. Therefore, it has played
a counter-cyclical, suppressive role. We have a (federal) government which hasn’t been able to agree on a budget in five
years. Under both Democrat and Republican presidents and
Congresses, it has spent money and committed itself to fund
long-term programs without devising revenue streams to either,
cover current costs or, fund future liabilities. The inability of our
government to get its act together has countered the pro-cyclical
role of the Federal Reserve.”

penalty, becoming the first large Wall Street firm in a generation
to confess to criminal conduct. At a news conference, Preet
Bharara, the United States attorney in Manhattan – whose office
has criminally charged eight former SAC employees, of whom
six have pleaded guilty – stated: ‘Insider trading at SAC was
substantial, pervasive and on a scale without precedent in the
history of hedge funds.’

Preet Bharara, center, and April Brooks of the FBI announce
SAC’s plea. Source: New York Times

Federal Reserve Bank of Dallas President Richard Fisher.
Source: Bloomberg
• Front Page Headline, New York Times – “SAC Capital Agrees to
Plead Guilty to Insider Trading. Federal prosecutors announce
that hedge fund SAC Capital Advisors has agreed to plead guilty
to insider trading violations and pay a record $1.2 billion (U.S.)

SAC’s 57 year-old billionaire owner Steven Cohen.
Source: Reuters
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•

Front Page Headline, Financial Times – “Strong Euro Poses Risk
to Italy’s Economic Recovery. In an interview with the Financial
Times, Fabrizio Saccomanni, Italy’s Finance Minister warned:
‘The euro is now the strongest currency in the world vis-à-vis the
U.S. dollar, the renminbi, the British pound and the Swiss franc.
That (fact) must reflect the perception of the monetary stance
in Europe vis-à-vis what other countries are doing now and in
the foreseeable future. If I understand the markets, they want
to see some concrete action at some point (to ease monetary
policy) and maybe prior to the end of the year.’ This week the
European Central Bank’s (ECB) board will meet in Frankfurt, but
its benchmark lending rate – which has been at 0.5% since May
– is expected to remain unchanged.”

TUESDAY, NOVEMBER 5TH
•

Front Page Headline, Globe and Mail – “J&J Settles Fraud Case
for $2.2 Billion (U.S.). In one of the largest health care frauds in
American history, U.S. Attorney General Eric Holder announced
yesterday that Johnson & Johnson will pay $2.2 billion (U.S.) to
end civil and criminal investigations into kickbacks to pharmacists and the marketing of pharmaceuticals for off-label uses.
The Department of Justice complaint documented the off-label
marketing cost U.S. government insurance programs hundreds
of millions of dollars in uncovered claims. J&J paid millions of
dollars in kickbacks to Omnicare Inc. – the country’s largest
pharmacy specializing in dispensing drugs to nursing home
patients – under various guises including ‘educational funding.’
Attorney General Holder elaborated: ‘J&J’s conduct recklessly
put at risk the health of children, dementia patients and others
to whom the drug Risperdal was prescribed at a time when it
was only approved by the U.S. Food and Drug Administration
(FDA) to treat schizophrenia. J&J and its subsidiary Janssen
Pharmaceuticals Inc. aggressively promoted Risperdal to doctors and other prescribers who treated elderly dementia patients
and through a special eldercare sales force, targeted nursing
home operators. The company also provided incentives for offsales promotion and based sales representatives’ bonuses on
total sales, not just sales for FDA-approved uses.”

•

The Tempe, Arizona-based Institute for Supply Management
(ISM) reports its U.S. non-manufacturing index rose to a reading of 55.4 in October from a level of 54.4 in September, citing
modest employment gains at retailers and accountancy firms. In
a conference call with reporters, Anthony Nieves, ISM’s survey
manager, noted: “While the (federal government partial) shut-

Italian Finance Minister Fabrizio Saccomanni.
Source: Bloomberg
•

Eurostat reports the euro zone’s purchasing managers’ index
(PMI) for manufacturing final survey for October rose to a reading of 51.3, from September’s level of 51.1. Chris Williamson,
chief economist at Markit Economics, observed: “The euro zone
manufacturing sector is undergoing its strongest growth period
in 2 1/2 years, however, by all measures it is frustratingly slow.”
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down definitely impacted some of the (business) psyche in October, it didn’t translate into the index numbers.”
•

•

Front Page Headline, Infowars.com – “American Food Banks
Exhausting Supplies. According to an Associated Press report,
Jo Arthur of the Central Pennsylvania Food Bank – the largest
repository in the state – has warned that following the $5 billion (U.S.) Congressional cut in the Supplemental Nutrition Assistance Program (SNAP), existing demand for groceries cannot be met, let alone supply any prospective expansion. From
November 1st. $5 billion (U.S.) was deducted from the SNAP
program as a result of a planned stimulus withdrawal. A national
average of almost one million Americans per state who are reliant on the program, face an average loss of $36 (U.S.) a month;
which is significant for those living near the poverty line. According to Mr. Arthur: ‘Food pantry organizers will be unable to
plug the hole being left by a reduction in federal funding for food
stamps, which will leave families of four in Pennsylvania facing
the prospect of 20 fewer meals per month.’ The Association of
Arizona Food Banks sounds a similar warning, noting that the
5% cut, although appearing minor on the surface, equates to
about half a week’s budget for someone whose primary source
of food is the SNAP.” See also, The Week That Was, Thursday,
October 24, 2013 – America Has Spent $3.7 Trillion (U.S.) on
Welfare over the Last Five Years.
Front Page Headline, Financial Post – “B.C. / Alberta Northern
Gateway Pipeline Framework Agreement Marks Huge Milestone. Canada’s efforts to construct new oil export pipelines
received a big boost as British Columbia and Alberta agreed to
cooperate to make bitumen pipelines to the West Coast more
acceptable to B.C. residents. Under the agreement reached today in Vancouver, the two provinces will work together to satisfy
five conditions put forward by B.C. Among them, projects must
meet world-class standards for spill response on land and at
sea; must involve First Nations’ participation and must include
a fair share of the economic benefits for the people of British
Columbia. B.C. put to rest Alberta’s top concern by clarifying it
would not seek a share of its royalties or taxes and look instead
for benefits from proponents of the projects. B.C. said it would
also join Alberta’s initiative for a national energy strategy, which it
had previously refused to do because of the disagreement over
Northern Gateway. In a joint news conference with Alberta Premier Alison Redford, B.C. Premier Christy Clark noted: ‘There
will always be people who oppose projects, but I was elected on
a platform of economic development which I intend to deliver. I
believe that the five conditions, when satisfied, will go a long way
towards satisfying people’s concerns about the projects.”

B.C. Premier Christy Clark (left) and Alberta Premier Alison Redford. Source: Canadian Press

WEDNESDAY, NOVEMBER 6TH
•

The Office for National Statistics reports U.K. industrial production rose by 0.9% in September, trailing the report of U.K. gross
domestic product (GDP) growth of 0.8% in the July – September
quarter. Howard Archer, an economist at IHS Global Insight in
London, commented: “Manufacturers will be hoping that the recent extended good news on the U.K. economy lifts business
and consumer confidence further, which in turn translates into
sustained higher demand. Encouragingly, there is evidence in
recent surveys that businesses are now gradually implementing
their investment plans.”

•

Statistics Canada reports the nation’s building permits rose by
1.7% in September, citing the seventh monthly advance during
the year, but the total value of permits in September was only
0.2% higher than in September 2012.

New home under construction in Richmond Hill, Ontario.
Source: Globe and Mail
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•

Front Page Headline, Wall Street Journal – “Stock Market
Bubble Driven by Central Banks to Burst in 2014: Nomura. In
a research note to clients, Bob Janjuah, an equities strategist
at Nomura Securities, warns: ‘There could be a 25% to 50%
sell off in global stock markets over the final three quarters of
2014 and into 2015. The major themes are unchanged: anemic
global (economic) growth; mediocre (economic) fundamentals;
extraordinarily and dangerously loose monetary (policy) settings; very poor global demographics; excessive (global) debt;
an enormous misallocation of capital, driven by state-sponsored
mispricing of money/capital and excessive financial market/asset price speculation at the expense of any benefit to the real
economy. The next five years must be about a rebalancing towards the real economy and the bottom 90%, at the expense of
the top 10%. This shift in policy emphasis will not be a happy
time for financial markets and speculators while the transition
occurs … As of today, stock markets are becoming priced entirely for good news, leaving them vulnerable to adverse developments.”

•

The Toronto Real Estate Board reports sales in the Greater
Toronto Area (GTA) soared by 19% to about 8,000 in October
on a year-over-year basis, while the average sale price was
$539,058 (CAD), up 7.4% from a year ago. Separately, the Real
Estate Board of Greater Vancouver reports there were 2,661
sales through the Multiple Listings Service in October; a 37.8%
increase on a year-over-year basis and a 7.2% increase over
sales in September.

Sachs executive and passed with bipartisan support from some
of the House’s largest recipients of Wall Street cash. In 2010,
Congress passed the Dodd-Frank law to clamp down on risky
derivatives trading that led to the financial collapse of 2008.
Dodd-Frank was weakened by banking lobbyists from the start
and has been under attack by banking lobbyists ever since.
The New York Times and Maplight reported:
1. In the House repeal bill, 70 of the 85 lines were literally written
by Citigroup lobbyists.
2. Two crucial paragraphs of the original documents were redrafted nearly word for word by Citigroup lobbyists, striking out
ideas they didn’t like and replacing them with ones they did.
3. The bills are co-sponsored by Randy Hultgren (R-IL) and Jim
Himes (D-CT). Himes is a former Goldman Sachs Executive
and chief fundraiser for the Democratic Congressional Campaign Committee.
4. Maplight reports that the financial industry is the primary
source of campaign funding for 6 of the 8 bill co-sponsors.
5. Maplight’s data reveals that members of the House received
$22,425,740 (U.S.) from interest groups who support the bill.
6. When asked why Democrats would vote for this proposal,
even though the Obama administration opposes it, House aides
offered a political explanation: ‘Republicans have enough votes
to pass it themselves, so vulnerable House Democrats might as
well join them and collect (investment) industry money for their
campaigns.’
The bottom line: It’s common sense that elected officials should
be barred from collecting campaign money from the industries
which they regulate.

THURSDAY, NOVEMBER 7TH
•

•

The Commerce Department reports U.S. gross domestic product (GDP) grew by a 2.8% annualized rate in the 3rd. quarter,
following a 2.5% gain in the 2nd. quarter, citing the biggest gain
in inventories since the beginning of 2012. John Silvia, an economist at Wells Fargo Securities LLC in Charlotte, North Carolina, observed: ‘We (witness) this big increase in inventories
and that’s clearly in excess of the flow of (consumer) spending.
Since businesses stockpiled all this inventory, but their sales
don’t really change all that much, then they’re going to cut back
(production) in the 4th. quarter.’
Front Page Headline, Zero Hedge.com – “Congress Sells Out to
Wall Street, Again. The U.S. House of Representatives has just
passed a bill called H.R. 992 – The Swaps Regulatory Improvement Act – that was literally written by mega-bank lobbyists. It
repeals the laws that were passed in 2010 to prevent another
(financial) meltdown like the one that crashed the U.S. economy
in 2008. The repeal was co-sponsored by a former Goldman

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 9,000 to 336,000 in the week
ended November 2nd. while continuing claims increased by
4,000 to 2.87 million in the week ended October 26th. Those
people who have exhausted their traditional benefits but are now
receiving emergency or extended benefits from state or federal
programs increased by about 65,000 to 1.37 million in the week
ended October 19th.

•

Front Page Headline, Bloomberg News – “ECB Cuts Benchmark
Lending Rate to Combat Prolonged Low Inflation. European
Central Bank President Mario Draghi announced to reporters in
Frankfurt: ‘The bank is halving its lending rate to 0.25% and our
monetary policy stance will remain accommodative for as long
as necessary. We may experience a prolonged period of low
inflation.’ Richard Barwell, an economist at Royal Bank of Scotland Group Plc in London, commented: ‘There arrives a point (in
time) when the inflation rate is so weak and continues to undercut expectations that the case for loosening (monetary) policy
becomes too difficult to resist.”

Monday November 4th, 2013

Source: U.S. Bureau of Labor Statistics

FRIDAY, NOVEMBER 8TH
•

The Labor Department reports U.S. non-farm payrolls increased
by 204,000 in October, while the official unemployment rate rose
slightly to a seasonally adjusted 7.3%. However, the U.S. labor
participation rate declined to 62.8% in October from a level of
63.2% in September. See chart below.

Source: U.S. Bureau of Labor Statistics

•

Statistics Canada reports the nation’s unemployment rate held
steady at 6.9% as the economy created 13,200 jobs. Matthieu Arseneau, an economist at National Bank Financial postulated: “We
continue to expect soft (gross domestic product) growth in the final
quarter of the year. In the coming months, the private sector will be
crucial for job growth amid slower government hiring.”
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•

Front Page Headline, Wall Street Journal – “S&P Downgrades
France’s Sovereign Debt Credit Rating. Amid sharp criticism of
Francois Hollande’s economic strategy, Standard & Poors downgrades France’s sovereign debt credit rating to ‘AA’ with a stable
outlook from ‘AA’ (high) with a negative outlook: ‘We believe the
French government’s reforms to taxation, production, services
and labour markets will not substantially raise France’s mediumterm (GDP) growth prospects. Furthermore, we believe lower
economic growth is constraining the government’s ability to consolidate public finances.’ Recent civil demonstrations protesting
job losses in the rural region of Brittany and widespread fatigue
with higher taxes among both corporations and households – as
well as a number of clashes between the president and members of his fragile majority in parliament – have exposed the limitations of his slow-growth economic strategy.”

Wearing red caps – the symbol of protest in Brittany – protesters
burn a police barricade in Quimper. Source: Reuters

Source: TD Securities / University of Michigan

•

The University of Michigan / Wells Fargo report the preliminary
indication of their U.S. consumer confidence index declined to a
reading of 72 in November from a level of 73.2 in October. Gennadiy Goldberg, a strategist at TD Securities commented: ‘The
consumer confidence index also revealed that buying intentions
suffered during the month; with home purchase, auto purchase
and durable goods expectations moving lower. We believe that
the deceleration in purchase expectations is worrying, since a
protracted period of lower consumer confidence could weigh further on U.S. GDP growth in the 4th. quarter.’

•

The Office for National Statistics reports Britain’s goods trade
deficit widened to 9.82 billion pounds in September from 9.56
billion pounds in August; the widest gap since October 2012.
Nida Ali, an economic advisor to the Ernst & Young ITEM Club,
observed: “Against the backdrop of this year’s sharp increase in
GDP growth, these (trade) figures are a stark reminder of how
unbalanced the (U.K. economic) recovery still is. The preliminary GDP release for the 3rd. quarter had already contained
signs that (economic) growth was largely domestically driven
and today’s weak exports data provides hard evidence of that.
The fact that the overall (U.K.) economy expanded by 0.8% demonstrates the extent of the contribution from the consumer and
housing sectors. It is unlikely that these sectors can continue to
provide the same level of support to the (economic) recovery, so
we expect the quarterly pace of (economic) growth to moderate
a little in the coming quarters.”
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•

U.K. exports to countries outside of the EU fell by 8.6% to 36.5
billion pounds in September. Source: AP

Front Page Headline, Financial Times – “Fed Unveils Plan B for
Withdrawing QE. The bond market has been buzzing this week
following the publication of two papers by staff at the U.S. Federal Reserve which could provide the Federal Open Market Committee (FOMC) with a plausible exit from its quantitative easing
dilemma. The papers – ‘Aggregate Supply in the United States:
Recent Developments and Indications for the Conduct of Monetary Policy and The Federal Reserve’s Framework for Monetary
Policy: Recent Changes and New Questions – presented at a
conference hosted by the International Monetary Fund (IMF),
suggest a lower (official) unemployment rate of 5.5% before triggering a tightening of (monetary) policy, while also tolerating a
higher rate of inflation of about 2.5%. They propose a framework that entails the FOMC maintaining the Fed Funds rate near
zero into 2017 in order to get the U.S. economy moving. Such
a commitment to holding the Fed Funds rate lower for longer –
known as ‘forward guidance’ in central bank language, should in
theory anchor long term bond yields, as well as facilitate a tapering of quantitative easing.”
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CLOSING LEVELS FOR FRIDAY, NOVEMBER 8TH.

WEEKLY CHANGE

Dow Jones Industrial Average

15,761.78

+ 146.23 points

Spot Gold Bullion

$1,284.60 (U.S.)

– $28.60 per oz.

S&P / TSX Composite

13,378.33

+ 30.87 points

10 – Year U.S. Treasury Yield

2.75%

+ 13 basis points

Canadian Dollar

95.44 cents (U.S.)

– 0.46 cent

U.S. Dollar Index Future

81.206

+ 0.484 cent

WTI Crude Oil Futures

$94.60 (U.S.)

– $0.01 per barrel
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