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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, September 9th

•
Front Page Headline, Daily
Telegraph U.K. – “Tokyo Stock
Market Surges on Japan Hosting
2020 Olympic Games.

Monday, September 9th
Analysts have forecast that the Olympic Games will boost the world’s third largest economy by three trillion yen
($29.76 billion U.S.); good news for construction, real estate and sportswear firms. Separately, the Cabinet Office
announced an upward revision in Japan’s gross domestic product (GDP) to an annualized rate of 3.8% in the 2nd.
quarter, previously reported as 2.6%.”

Source: Getty Images
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•

The General Administration of Customs in Beijing reports China’s trade surplus expanded to $28.52 billion (U.S.)
in August—the highest level since December 2012—citing the nation’s exports rose by 7.1% compared to a year
ago and were particularly strong to Southeast Asia, South Korea and Taiwan. Separately, the National Bureau of
Statistics reported China’s consumer price index rose by 2.6% in August on a year-over-year basis, compared to a
2.7% increase in July.

•

BDO International, the world’s fifth largest accountancy network, reports its Optimism Index—which predicts U.K.
business performance two quarters ahead— rose to a reading of 98 in August, its highest level since May 2011,
citing: ‘The U.K. economy is likely to experience robust growth in the next quarter.’ Peter Hemington, a BDO partner
in London cautioned: ‘However, the BDO Employment Index remained flat in August. This is particularly pertinent
given the Bank of England’s decision to peg (administered) interest rates to unemployment levels. Our data suggests
that BOE Governor Carney’s unemployment target may remain elusive and (administered) interest rates will remain
at their record low for some time.’

•

In a speech to business leaders in London, U.K. Chancellor of the Exchequer George Osborne remarked: “The
economic collapse was even worse than we thought. Repairing it will take even longer than we hoped. However,
we held our nerve when many told us to abandon our plan. As a result, thanks to the efforts and sacrifices of the
British people, Britain is now turning an (economic) corner. In my view, the last few months have decisively ended the
public spending policy controversy … The plan is working, however, the (economic) recovery is still in its early stages.
Plenty of risks remain and more years of hard decisions lie ahead. This is a difficult road we have been following,
however, it is the only way to deliver a sustained, lasting improvement in the living standards of the British people.”

•

Statistics Canada reports the nation’s seasonally adjusted value of building permits issued in July rose by 20.7% from
June to a record $7.99 billion (CAD), citing a sudden increase in plans for commercial buildings; with housing showing
just a modest rise.

•

Canadian Finance Minister Jim Flaherty announces the federal government is cancelling plans to raise
unemployment insurance (UI) premiums on January 1st. next and instead, is declaring a three-year freeze. This decision
means Ottawa will collect $660 million (CAD) less in UI premiums for 2014 than it would have otherwise. Mr. Flaherty
elaborated: “There are two things transpiring here. One is that more people are working, so more people are paying
into the operating account of the Employment Insurance Plan, while fewer people are making claims. It’s two sides
of the same coin and the result is the EI account will come into balance sooner than the government had anticipated.”

•

Front Page Headline, Business Insider – “How the Current Bond Fund Liquidation Compares to the Last Three.
Since May, the media has been bombarding us with headlines of investors liquidating bond funds, which has sent bond
yields higher. Indeed, last week saw the 10-year U.S. Treasury note reach an intra-day high yield of 3.00% for the first
time since July 2011. While the scale of bond fund outflows has been significant, relative to assets under management
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(AUM), they are basically in line with historical patterns. In his most recent Asset Allocation Strategy Note, Deutsche
Bank Chief Strategist Binky Chadha wrote: “Despite large bond outflows of $140 billion (U.S.) since May, as a
proportion of AUM they amount to only 2.9%. This compares to 14% in 1994-1995, 8% in 1999-2000 and 5% in
2003‑2004. Also, recent outflows have only dented the substantial accumulation of bonds since 2009, with cumulative
flows still almost one trillion dollars above trend levels.”

•

Front Page Headline, Daily Telegraph U.K. – “IMF Knows that the Fed Is Playing with Fire in Emerging Markets.
In a telegraph blog, International Business Editor Ambrose Evans-Pritchard writes: Listen to the IMF’s Managing
Director Christine Lagarde very carefully. While the U.S. Federal Reserve has a parochial closed-economy view—and
has made a series of grave blunders over the last six years as a result—her job is to look at the entire world and she
does not like what she sees. Over the weekend, Ms. Lagarde warned that Fed tapering could ricochet back into the
U.S. economy if handled carelessly. At the Ambrosetti Forum on Lake Como, she told CNBC: ‘Very negative spillover
effects on the emerging market economies could very much backfire on other economies. So, to assume that the
domestic economy is totally isolated, that a country is an island, would not be the right approach. Without necessarily
changing the mandate, without reviewing the terms of references and maybe without even acknowledging it, I cannot
believe that central bankers do not take into account what’s happening elsewhere in the world.’ Unfortunately, that is
exactly what the Fed seems poised to do. It is an open question whether the U.S. economy itself has really reached
escape velocity, or is strong enough to withstand much tapering and the European economy is not even close to that
point … However, the Brics are in no fit state to cope with the withdrawal of global dollar liquidity. Also, remember
that emerging markets now comprise half of the world economy, so we are in unchartered waters here … So, if the
Brics come pleading for mercy as Fed tapering ignites a faster pace of capital flight, they cannot expect a very friendly
response from Washington. Be that as it may, any satisfaction that the U.S. may enjoy from seeing the Brics humbled
a little will not last long, if the effects spread contagion to southern Europe again and then back into the U.S. economy
itself. The IMF is right, but is anyone listening at the Fed?”

Monday September 9, 2013

Tuesday, September 10th
•

Charlotte, North Carolina-based Bank of America Corp. announces it will be eliminating 2,100 jobs and closing 16
branches by October 31st. citing lower demand for residential mortgages due to rising mortgage rates.

•

The National Bureau of Statistics in Beijing reports China’s factory production rose by 10.4% in August on a
year‑over‑year basis, the fastest pace in 17 months. Ding Shuang, an economist at Citigroup Inc. in Hong Kong
commented: ‘The government’s (economic) growth target appears (to be) within reach, which reduces the likelihood
of stimulus and allows the government to focus on reforms.’

•

Istat, Italy’s National Statistics Institute, reports the country’s gross domestic product (GDP) contracted by a revised
0.3% in the 2nd. quarter, previously reported as 0.2%, citing higher exports failed to offset lower domestic consumer
demand. Bank of Italy Governor Ignazio Visco remarked: ‘The latest (economic) indicators are consistent with gradual
improvement, so the decline in output should come to a halt in the coming months. The downside risks to this scenario
are compounded by investors’ concern about possible political instability.’

•

The Canada Mortgage and Housing Corp. (CMHC) reports the nation’s housing starts declined by 6.6% in August to a
seasonally adjusted annual basis of 180,291 units from 193,021 in July, citing fewer condominium projects and slower
single home construction.

•

Front Page Headline, Washington Post – “U.S. President Obama Asks Congress to Postpone Vote on Syrian
Military Strike. In a White House address to the nation, U.S. President Barack Obama seeks a Syrian vote
postponement from Congress, pending a possible diplomatic solution being explored via the auspices of the
United Nations. Syria is deemed to possess the third largest chemical weapons stockpile in the world. Jean Pascal
Zanders, a Belgian arms control researcher and writer for The Trench—a blog which focusses on weapons of mass
destruction—commented: ‘If the U.N. can solve the legal and logistical questions, securing Syrian stocks (of chemical
weapons) might be relatively easy to achieve. However, if destruction of the munitions is added to the initiative, the
U.N. must think in terms of years.”

Wednesday, September 11th
•

The Office for National Statistics reports the U.K. unemployment rate—as measured by International Labour
Organization methods—declined by 0.1% in the three months through July to 7.7% from 7.8% in the 2nd. quarter.
The Bank of England’s Monetary Policy Committee introduced forward guidance in August stating it wouldn’t raise its
administered Bank Rate (currently 1%) until the country’s unemployment rate declined to 7%; which it doesn’t expect
until late in 2016.

•

Front Page Headline, Wall Street Journal – “Canada Sells Part of Its Stake in GM. In a statement, Canada GEN
Investment Corp.—a federal agency—announces the Canadian government has sold 30 million shares of General
Motors to Bank of America Merrill Lynch and RBC Capital Markets—about 20% of its total share holdings—representing
an initial step in its exit strategy from the 2009 auto bailout agreement. Canada GEN will now hold approximately 110
million GM shares.”

•

Front Page Headline, Wall Street Journal – “France Announces It Will Miss Budget Deficit Targets. At a news
conference, France’s Finance Minister Pierre Moscovici announced the country will miss its budget deficit targets
for both this year and next year due to a weaker-than-expected economic recovery: ‘The public budget deficit will be
4.1% of gross domestic product (GDP) in 2013 in lieu of 3.7% and 3.6% of GDP in 2014 rather than 2.9%. The new
deficit targets will help economic growth by not inflicting austerity measures on the economy, which the government
forecasts will only grow by 0.1% this year. GDP growth will accelerate to 0.9% in 2014, down from our previous
estimate of 1.2%. The government is shifting its focus toward spending cuts from tax increases. It is now targeting
15 billion euros ($19.9 billion U.S.) in extra savings and about 3 billion euros in tax increases in the budget for 2014;
having previously stated it would target 14 billion euros in savings and about 6 billion euros in tax increases. In order
to preserve investment, business taxes will be stable in 2014 and there won’t be a blanket tax increase on households;
apart from the previously announced sales tax hike.”

•

Front Page Headline, Financial Post – “America’s Top 1% Have Biggest Income Share Since 1928. The wealthiest
Americans earned more than 19% of the country’s household income in 2012; their biggest share since 1928, the year
before the stock market crash. Plus, the top 10% captured a record 48.2% of total earnings last year. U.S. income
inequality has been growing for almost three decades. It grew again last year, according to an analysis of Internal
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Revenue Service figures dating back to 1913 by economists at the University of California, Berkeley; the Paris School
of Economics and Oxford University. Berkeley’s Emmanuel Saez noted the incomes of the richest Americans surged
last year in part because they cashed in stock holdings in order to avoid capital gains taxes which took effect in
January. In 2012, the incomes of the top 1% rose by nearly 20%, compared to a 1% increase for the remaining 99%.
Since the recession officially ended in June 2009, the top 1% has enjoyed the benefits of rising corporate profits and
stock prices: 95% of the income gains reported since 2009 have gone to the top 1%. That compares to a 45% share
for the top 1% in the economic expansion of the 1990s and a 65% share from the expansion that followed the 2001
recession. The top 1% of American households had pre-tax income above $394,000 (U.S.) last year. The top 10% had
income exceeding $114,000 (U.S.). The income figures include wages, pension payments, dividends and capital gains
from the sale of stocks and other assets. They do not include transfer payments from government programs such as
unemployment benefits and Social Security. The gap between rich and poor narrowed after the Second World War as
unions negotiated better pay and benefits and as the government enacted a minimum wage and other policies to help
the poor and middle class. According to the analysis, the top 1% share of income bottomed out at 7.7% in 1973 and
has risen steadily since the early 1980s.”

Source: U.S. Department of the Treasury

Thursday, September 12th
•

The Labor Department reports U.S. claims for state unemployment benefits declined by 31,000 to 292,000 in the week
ended September 7th. while continuing claims fell by 73,000 to 2.87 million in the week ended August 31st. A Labor
Department official noted two states had made changes to their computer systems which resulted in some claims not
being processed in time. The Labor Day holiday may also have been a factor.

•

Statistics Canada reports the nation’s new home price index rose by 0.2% in July, led by gains of 0.3% in Toronto,
0.6% in Calgary and 0.2% in Vancouver.
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•

Istat, Italy’s national statistics office, reports the country’s industrial output declined by 1.1% in July and by 4.3% on
a year-over-year basis, when adjusted for working days. In a note to clients, Annalisa Piazza, an analyst at Newedge
Group in London, observed: “In the coming months, we need to see a considerable upward correction in Italy’s
industrial production with activity gaining momentum. To date, it looks like economic activity will remain on a
downward trend.”

•

Eurostat, the European Union’s (EU) statistics agency, reports euro zone factory output declined by 1.5% in July from
June and by 2.1% on a year-over-year basis, the lowest output level since April 2010. Olaf Wortmann, an economist
with the German engineering federation VDMA, commented: “Some businesses are still refraining from investing until
they are more convinced of the euro zone’s economic recovery from its near death experience. Also, specifically in
Germany, major investments may have been delayed ahead of national elections on September 22nd.”

•

Front Page Headline, New York Times – “EU Lawmakers Expand Power of ECB. European Union legislators
have overwhelmingly approved a law which places about 150 of the euro zone’s largest banks under the scrutiny of
the European Central Bank. The vote on the legislation—which contains provisions that would give the European
Parliament greater oversight of the ECB—is an important, but not a final step, in a winding process that began in early
2012. On the heels of the approval, the so-termed Single Supervisory Mechanism is expected to commence work
during the autumn of 2014, after the ECB conducts a ‘stress test’ on the lenders coming under its aegis. While EU
governments must still give the law one final approval, it is an expected formality.”

Michael Barnier, EU Commissioner of Financial Services.

Source: Reuters

•

Front Page Headline, Daily Telegraph U.K. – “Ireland at a Turning Point: OECD. In its latest report on the
Emerald Isle, the Paris-based Organization for Economic Cooperation and Development praised Ireland—which has
been singled out by European leaders as the poster child for austerity—for its ‘steadfast commitment to its 85 billion
euro bailout program. Ireland is on the verge of becoming the first European nation to successfully exit its financial
rescue and return to the markets by the end of the year. Ireland’s debt to gross domestic product (GDP) ratio, which
has been rising sharply, is approaching a turning point and should soon begin to decline from a record high of 125%
of GDP, or 204 billion euros. Ireland will soon have completed most of the heavy lifting to bring its public debt on a
downward trend. However, Ireland must do more to address its 13.8% unemployment rate and debt levels which are
among the highest in the OECD’s 34 member states. Action to reduce Ireland’s unemployment rate should focus on
retraining young, mostly male workers, many of whom worked in the construction sector before the financial crisis.”

•

Front Page Headline, Washington Post – “House Speaker John Boehner on the Republican Hot Seat Again.
Speaker Boehner has been down this road before. House Republican leaders craft a legislative fiscal plan they think
can win passage, only to be rebuffed by conservative party members expressing outrage at the proposal. That’s
the situation where House Speaker John Boehner (R-Ohio) currently finds himself, as he tries to pass a continuing
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resolution (CR) to keep the federal government funded beyond the end of September. Today, the GOP leadership was
forced to postpone a vote on a bill offered by Majority Leader Eric Cantor (R-Va.) because it lacked sufficient support
from Republicans. While the budget bill would fund the government through mid-December, it contains a provision to
reject Obamacare. However, the Democratic controlled Senate could vote down the Obamacare provision and forward
the rest of to the President for his approval. That prospect alienated enough House Republicans to delay the vote and
send GOP leaders back to the drawing board in search of a workable agreement … With the GOP Conference split
into factions, key fiscal deadlines looming and no obvious long-term remedies for the deep divisions, the question is
this: How long will the Republican leadership continue down its current path, trying time and again to walk the fine line
between satisfying the political right and table legislation which can pass Congress?”

House Speaker John Boehner.

•

Source: AP

Front Page Headline, Mineweb – “Soaring Chinese Gold Imports on Pace to 1,000 Metric Tonnes. While the
Indian government is seeking to restrict gold imports and is leaning hard on gold loan companies across that
country, China could well be on a pace to import 1,000 metric tonnes of gold for the whole year, if recent buying trends
continue. According to the Hong Kong Census and Statistics Department, China imported 129 tonnes of physical gold
in July, following the 113 tonnes it imported in June. This is the second highest import level on record in a month and a
year-over-year increase from 76 tonnes in July 2012. The July imports are also over and above the 518 tonnes of gold
imports China already purchased in the first six months of 2013. China continues to buy gold at record levels, on an
average, importing over 100 tonnes of gold per month for the last five months. To put the scope of buying into context,
the largest gold ETF (electronic traded fund) in the U.S. holds 919 tonnes of physical gold and China has imported
over two thirds that amount in just seven months. During May, China’s monthly gold imports through Hong Kong had
increased to 127 tonnes from 76 tonnes in the same month of 2012. In April, China imported 126 tonnes of gold. A
recent note by investment bank HSBC states: ‘the recent correction in gold prices, sub the $1,400 (U.S.) per oz. level,
may be an encouraging sign for price sensitive physical buyers to return to the market. That said, China’s gold imports
may remain at elevated levels over the medium term. Physical gold demand has clearly increased in July, after gold
prices hit the year-to-date- low of $1,181 (U.S.) per oz. on June 28th. This increase in demand helped contribute to
bullion’s price recovery to over $1,300 (U.S.) per oz. at the end of July. On a net basis and after deducting for scrap,
China’s gold imports through Hong Kong totaled 113 tonnes in July this year, more than double the net imports of 46
tonnes in July 2012.” See also, Economic Winter – The Merits of Stable Currencies via Restoration of the Gold
Standard (Part II), Summation Section, August 16, 2013.
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Friday, September 13th
•

The Commerce Department reports U.S. retail sales rose by 0.2% in August following an upwardly revised gain
of 0.4% in July, citing higher payroll taxes, modest job gains and restrained income growth are limiting consumer
spending which accounts for about 70% of the domestic economy.

•

Thomson Reuters / University of Michigan report their preliminary index of consumer sentiment declined to a
reading of 76.8 in September following a level of 82.1 in August, citing non-farm payrolls recently registered the lowest
consecutive monthly gains in a year and mortgage rates are close to a two-year high, weighing on consumer
confidence.

•

Front Page Headline, Globe and Mail – “Canadians Richer but Saddled with Record Debt Burden. Statistics
Canada reports the national net worth level rose by 3% in the 2nd. quarter to $7.3 trillion (CAD), climbing on a per
capita basis to $207,300 (CAD). Among Canadian families, household net worth rose by 0.7% to $205,900 (CAD) on
a per capita basis, led by rising property values.”

•

The Labor Department reports the U.S. producer price index (PPI) rose by a seasonally adjusted 0.3% in August, citing
higher gasoline prices. However, the core rate—which excludes the volatile food and energy components—was flat,
marking the first time since October 2012 that indicator failed to rise. On a year-over-year basis, the CPI was up by
1.4%—the smallest increase since April—while the core rate rose by 1.1%.

•

Front Page Headline, Daily Telegraph U.K. – “IMF Fears China Is Courting Fate as Credit Soars Again. In its latest
report on G20 economy imbalances, the International Monetary Fund stated: ‘China’s economic growth has become
too reliant upon an unsustainable surge in credit. Failure to change course and accelerate reforms increases the
likelihood of an accident or shock which could ignite an adverse financial real feedback loop. While China has the
resources and capacity to maintain stability even in the face of an adverse shock, the margin of safety is narrowing.’
China has relied upon loan growth to keep the economy firing on all cylinders, but the law of diminishing returns has
set in, with each yuan of extra debt yielding just 0.20 yuan of economic growth, compared with 0.85 five years ago.
Credit of all types has risen from $9 trillion (U.S.) to $23 trillion (U.S.) in five years, pushing the total to 200% of gross
domestic product (GDP), much higher than in emerging markets. There is growing concern that China is reverting to
its bad old ways, despite reform rhetoric; cranking up loans once again and pouring money into giant state enterprises
—known for chronic inefficiency—to keep economic growth alive for another cycle, following two sharp slowdowns in
the past 18 months. Last week, Premier Li Keqianq stated that the country would endeavour to ensure solid economic
growth to smooth the way for reforms expected at the 3rd. Plenum of the Communist Party in December. However,
vested interests within the party appear to be fighting back against real economic change.
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China’s investment rate is the world’s highest at almost 50% of GDP, an effect largely caused by the structure of the
state behemoths that gobble up credit. This has led to massive over-capacity and wastage. The IMF elaborated:
‘Existing distortions direct the flow of credit toward local governments and state-owned enterprises rather to
households, perpetuating high investment, misallocation of resources and low private consumption. A broad
package of reforms is needed.’ This is not just an internal Chinese issue. Low consumption is the chief cause of
China’s current account surplus, which has deflationary trade effects on the global system. China’s surplus has
narrowed sharply from 10% of GDP to just over 2% since 2008, but the IMF expects it to start rising again unless the
underlying structure is changed and if Beijing continues to hold down the currency. The Chinese surplus will soon be
so large that an increase back to 4% as the IMF fears may be more than the global economy can endure.”
•

Front Page Headline, Daily Telegraph U.K. – “Italy Floated Plans to Exit Euro in 2011: ECB Insider. So now we
know. Silvio Berlusconi seriously floated plans to have Italy exit the euro in October/November 2011, precipitating his
immediate removal from office and dethroning by European Monetary Union (EMU) gendarmes. Ex-European Central
Bank (ECB) insider Lorenzo Bini-Smaghi has quietly dropped a few bombshells in his new book Dying of Austerity.
Mr. Bini-Smaghi—until recently a member of the ECB’s six-man executive council and for many years Italy’s man in
Frankfurt—states that Silvio Berlusconi was toppled as Italian Premier in November 2011 as soon as he began to
rattle the EMU cage in earnest. Specifically, he discussed Italian withdrawal from the euro in private meetings with
other EMU governments; presumably with German Chancellor Angela Merkel and France’s President Nicolas Sarkozy;
since he does not negotiate with underlings. We have long suspected this and now it is confirmed … Mr. Bini-Smaghi
asserts that any EMU state leaving the euro would face likely default on external obligations. ‘The national central
bank would not be able to repay liabilities accumulated in relation to other members of the euro system, which are
registered in the internal payments system of the European Union (EU) (known as Target 2). The insolvency would
provoke substantial losses for counter-parties in other euro zone countries, including central banks and states …
The fact is that Target 2 is the flipside of intra-EMU capital flight. Private investors have withdrawn from Club Med,
dumping their claims onto the taxpayers of Germany and the northern creditor states. Dress this up any way you want,
but that is the reality. Surely, Germany’s Bundesbank could print money with gay abandon in such a crisis. It would
have to do so to avoid a deflationary shock and on a much larger scale than anything suggested to date within the EMU
construct. No doubt, Germany would muddle through, but its monetary doctrines would be shredded.”
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CLOSING LEVELS FOR FRIDAY, September 13th

WEEKLY CHANGE

15,376.06

+ 454.56 points

$1,308.60 (U.S.)

– $77.90 per oz.

12,723.40

– 97.52 points

2.89%

– 5 basis points

96.60 cents (U.S.)

+ 0.65 cent

U.S. Dollar Index Future

81.45

– 0.70 cent

WTI Crude Oil (October)

$108.63 (U.S.)

– $1.90 per barrel

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

