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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, March 10th
Statistics Canada reports the nation’s housing starts
increased to a seasonally adjusted 192,094 units in
February, citing a 13.3% increase new condos to
116,458 units mostly in Ontario, Quebec and the
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Maritime Provinces. Laura Cooper, an economist at the Royal
Bank of Canada cautioned: “We anticipate that the recent moderation in housing resale activity will spill over into the home
building sector, since overall housing affordability pressures will
increasingly weigh on housing demand.”
• Revised government data reveal that Japan’s gross domestic
product (GDP) grew by only 0.2% in the final quarter of 2013
and for the year as a whole GDP expanded by only 1.5%; slightly
lower than the previously reported 0.3% and 1.6%, respectively.
Rebecca O’Keeffe at U.K.-based online stockbroker Interactive
Investor noted: “With Japanese economic data weaker than expected and Japan’s April consumption tax hike imminent, the
state of the country’s economy is cause for significant concern.”

• Front Page Headline, Bloomberg News – “Global Debt Exceeds
$100 Trillion (U.S.): BIS. In its most recent quarterly review, the
Basel, Switzerland-based Bank for International Settlements reports: ‘Total global debt has increased from $70 trillion (U.S.) in
2007 to $100 trillion (U.S.) by mid-2013. Given the significant
expansion in government spending over recent years, all forms
of government – federal, state and local – have been the largest
debt issuers.’ Holger Schmieding, an economist at Berenberg
Bank in London, commented: ‘To get out of debt, you need prudence and you need pro-growth structural reforms. Those are
long-term processes. You can’t get out of debt too quickly or
your economy collapses, as we saw in Greece.”

The headquarters of the Bank for International Settlements in
Basel Source: Bloomberg.
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establishes the integrity of the markets.’ Details of the new regulatory oversight structure will be announced one week hence on
Tuesday, March 18th.

TUESDAY, MARCH 11TH
•

The Office for National Statistics reports U.K. factory production
rose by 0.4% in January, mirroring December’s increase; while
industrial production – which includes mines and utilities – rose
by 0.1%. The ONS cited 9 out of 13 manufacturing sectors increased production, led by a 6.2% gain in output of rubber and
plastic products.

WEDNESDAY, MARCH 12TH
•

Front Page Headline, MarketWatch News – “Former Goldman
Trader Fabrice Tourre Fined $825,000 (U.S.). In federal court,
Judge Katherine Forrest has ordered former Goldman Sachs
trader Fabrice Tourre to pay more than $825,000 (U.S.) in fines
for his role in securities fraud. The order combined $650,000
(U.S.) in civil penalties and $175,463 (U.S.) – the amount of his
bonus which the Securities and Exchange Commission (SEC)
advised was related to the controversial Abacus product – plus
interest. Tourre received a bonus of $1.58 million (U.S.) for
2007, when the Abacus transaction was negotiated. In her ruling, Judge Forrest noted: ‘Mr. Tourre’s conduct spanned seven
months and involved many e-mails, meetings and telephone
calls. Moreover, he has shown neither remorse, nor contrition.”

Employees work inside a London Underground subway carriage at Bombardier’s railcar factory in Derby.
Source: Bloomberg
•

Front Page Headline, Globe and Mail – “BOE Overhauls Regulatory Oversight. The Bank of England has announced a thorough
review of the way it works with banks and financial markets, reacting to growing criticism of its response to possible manipulation of foreign exchange rates. Bank of England Governor Mark
Carney answered questions from members of the Parliamentary Select Committee for more than four hours in the House of
Commons in London citing: ‘A new deputy governor position,
responsible for banking and markets, will be created as part of
the reorganization. One of the first tasks for said individual is
that he or she will conduct a thorough review of how we conduct
market intelligence. It is imperative that the Bank of England

Former Goldman Sachs trader Fabrice Tourre, center, was found
liable last year for defrauding investors.
Photo source: Associated Press
•

BOE Governor Mark Carney testifies before the Parliamentary Select Committee in the House of Commons.
Photo source: Associated Press

Canadian home prices rose by 0.3% in February, pushing the
Teranet / National Bank composite price index to a record high
for a second consecutive month. Home prices were higher in
all five markets surveyed in Western Canada, but were lower
in all five metropolitan eastern markets, except for Montreal. A
record was set for the fourth consecutive month in Vancouver
(up 0.9%), while Calgary’s increase of 1.1% helped it set a record level for the first time since September 2007. Increases
were also recorded in Edmonton (0.6%), Victoria (0.9%) and
Winnipeg (0.5%). Halifax and Quebec City declined the most
at 1.1%. Lower prices were also noted in Ottawa-Gatineau
(-0.8%), Hamilton (-0.5%) and Toronto (-0.1%), while Montreal
was up by 0.7%.
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•

Front Page Headline, MarketWatch News – “G-7 Leaders Warn
Russia Not to Annex Crimea. In a joint statement, the leaders
warned: ‘Russian annexation of Crimea could have grave implications for the legal order that protects the unity and sovereignty
of all states. We urge Russia to immediately de-escalate the
conflict in Crimea and other parts of Ukraine. However, should
Russia take the step, the G-7 would respond with further action
individually and collectively. Given the lack of adequate preparation and the intimidating presence of Russian troops, it would
also be a deeply flawed process which would have no moral
force. For all these reasons, we would not recognize the outcome.’ A hastily planned referendum in the Crimean region is
scheduled for Sunday, March 16th. to decide whether Crimea
will become part of Russia. The G-7 is comprised of Canada,
France, Germany, Italy, Japan, the United Kingdom and the
United States.”

•

Front Page Headline, Business Insider – “NYSE Margin Debt
Reaches the Scary Zone.” During a recent webcast, DoubleLine
Funds’ Jeffrey Grundlach interprets his chart of NYSE Margin
Debt, which he declares: ‘It’s in the scary zone. If and when it
hooks over, that’s when you’re likely to see a double-digit decline
in stock market indexes.’ (see chart on the following page)

THURSDAY, MARCH 13TH
•

The Commerce Department reports U.S. retail sales rose by
0.3% in February, following an upwardly revised decline of 0.6%
in January, citing cold temperatures and snowstorms in several
areas of the country negatively affecting sales. Russell Price,
an economist at Ameriprise Financial in Detroit noted: “We’ll see
a little bit more traction on the consumer side as the weather
improves and people become more willing to leave the house.
There is growing pent-up consumer demand across the economy.”
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•

•

The National Bureau of Statistics reports China’s industrial output – which measures production at factories, workshops and
mines – rose by 8.6% in February on a year-over-year basis, the
lowest since April 2009. Also, China’s retail sales, a key indicator of consumer spending, rose by 11.8% in the same annual period, the lowest since February 2011. Moreover, China’s gross
domestic product (GDP) grew by 7.7% in 2013 – unchanged
from 2012 – the worst performance since 1999. While Premier
Li Keqiang has targeted Chinese economic growth of 7.5% for
2014, he recently warned: “We are going to confront serious
challenges this year and some challenges may even be more
complex. China must ensure strong growth, steady employment, avert inflation and defuse risks. So we need to strike a
proper balance amid all these goals and objectives. This is not
going to be easy.”
Front Page Headline, Daily Telegraph U.K. – “Moody’s Downgrades RBS’ Credit Rating. Moody’s Investors Service has
downgraded the credit rating of the Royal Bank of Scotland

Group to Baa1 from A3 with a negative outlook, citing: ‘Due to
RBS’ massive restructuring plan, its operations will not stabilize
until this plan unfolds over the next three to five years. Charges
related to the plan could total 5.2 billion pounds and heavily depress profitability during this time frame. This is all happening
at a time when RBS has limited financial flexibility to manage
unforeseen events … such as further litigation.’ RBS has responded to the downgrade news, citing: ‘The capital plan we announced last November outlined a number of concrete actions
to … ensure that our capital targets remain unchanged.”
•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 9,000 to a seasonally adjusted
315,000 in the week ended March 8th. while continuing claims
fell by 48,000 to a seasonally adjusted 2.86 million in the week
ended March 1st. Thirty-four states and territories reported an
increase in claims, while nineteen reported a decline. The unemployment rate among people eligible for benefits held steady
at 2.2% in the week ended March 1st.
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•

Assembly line employees work on production of
Jeep Cherokees at the Chrysler Toledo plant in Ohio.
Photo source: Bloomberg

FRIDAY, MARCH 14TH
•

The University of Michigan / Wells Fargo group reports its U.S.
preliminary consumer confidence index declined to a reading of
79.9 in March, following a level of 81.6 in February.

Front Page Headline, Business Insider – “Why Europe Stresses
About Russia Far More than the U.S. Wells Fargo analyst Jay
Bryson writes: ‘While American trade ties with Russia are more
extensive than with Ukraine, the overall numbers are still rather
small when viewed in the context of the U.S. economy. American
exports to Russia total about $11 billion (U.S.) annually, which is
less than 1% of the total of American exports of goods. Slightly
more than 1% of American imports (about $30 billion U.S.) come
from Russia. However, in Europe the trade exposure to Russia
is much more extensive. European Union (EU) exports to Russia total about $150 billion (U.S.) annually, which accounts for
more than 7% of its total exports. Conversely, the EU receives
nearly 12% (about $250 billion U.S.) of its imports from Russia.
Notably, these imports are concentrated in energy products. Europe imports about 10 million barrels per day (MBD) of crude oil
to satisfy its oil consumption of 13 MBD. Although Europe imports oil from many different countries, Russia is the single most
important source of petroleum products for Europe. Moreover,
Russia produces about 11 MBD, which represents about 12%
of total global production of crude oil. Thus, Russia can have
potentially significant effects on global oil prices.” Note the chart
outlined below.
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• Front Page Headline, Mish’s Global Economic Trend Analysis –
“Vallejo, California, Still Can’t Afford Its Pricey Pensions. Amid
threats of legal action from the State’s pension giant, CALPERS,
Vallejo – during its nearly three-year stint in bankruptcy – did
little to stem the growth of its pension bills. As a result, Vallejo
continues to dole out large sums of money to retirees. Except
for new hires, Vallejo’s police and firefighters can retire at age 50
with as much as 90% of their salary – for life. Public safety officers who retired within the last five years have average annual
pensions exceeding $101,000 (U.S.). In addition, the pension
costs are expected to continue to rise, with a projected increase
of up to 42% over the next five years. Moody’s has warned:
‘Vallejo’s pension obligations could force it to file for bankruptcy
protection for a second time. Vallejo offers a cautionary tale for
two other California cities: Stockton and San Bernardino.’
Dan Keen, city manager since 2012, recently observed: ‘If we
don’t resolve our pension costs, we’re just going to see city services continue to suffer. We must make more cuts in spending

somewhere.’ A considerable number of spending cuts have
already been made. Vallejo’s roads are littered with potholes
and three of its nine fire stations remain closed. While its police
force has been reduced by almost 40%, Mr. Keen says there
are plans to hire more officers this year. Crime has surged, with
over two dozen homicides last year, compared to only seven in
2006. Also, with burglaries on the increase, residents maintain
neighbourhood watch groups, but the crime rate is taking a toll
… There is only one way to resolve pension costs and that is
via pension haircuts. Since the State of California will not allow
pension cuts any other way, Oakland, San Diego, Los Angeles
and many other California cities may be doomed to bankruptcy.
Eventually, all of them will be forced to declare bankruptcy, unless another way is found to reduce pension costs … During its
initial bankruptcy petition, a judge allowed Vallejo to do just that,
but the city refused. Perhaps soon, Vallejo will get another opportunity to do what must be done.”

CLOSING LEVELS FOR FRIDAY, MARCH 14TH.

WEEKLY CHANGES

Dow Jones Industrial Average

16,065.67

– 387.05 points

Spot Gold Bullion

$1,379.00 (U.S.)

+ $40.80 per oz.

S&P / TSX Composite

14,227.66

– 71.42 points

10-Year U.S. Treasury Yield

2.65%

– 14 basis points

Canadian Dollar

90.13 cents (U.S.)

– 0.07 cent

U.S. Dollar Index Future

79.459

– 0.236 cent

WTI Crude Oil Futures

$98.89 (U.S.)

– $3.69 per barrel
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