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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, December 30th
The National Association of Realtors (NAR) reports
the index of U.S. pending home sales rose by 0.2%
to a reading of 101.7 in November, but down from
a level of 103.3 in November 2012. Lawrence Yun,
NAR’s chief economist, commented: “We may have
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reached a cyclical low (point) because the positive fundamentals of job creation and household formation are likely to foster
a fairly stable level of contract activity in 2014. Total sales for
2013 will be the highest in seven years, as (potential) buyers
are becoming accustomed to higher mortgage rates and more
expensive properties.” Typically, U.S. pending home sales close
within two months and an index reading of 100 equals the average contract activity level in the base year of 2001.
• Front Page Headline, Globe and Mail – “Poverty in Italy Reaches
Record Levels. In a social cohesion study issued today, Italy’s
statistics agency ISTAT reports: ‘Relative poverty, defined as a
family of two living on a monthly income of 991 euros ($1,400
U.S.) or less, affected 12.7% of Italian families this year, the
highest level recorded since 1997. Poverty had deepened in
all areas of Italy between 2011 and 2012. Relative poverty increased from 4.9% to 6.2% in the more affluent north and from
23.3% to 26.2% in the poorer south. According to our latest figures released in October, Italian unemployment was at its highest level since at least the 1970s with the overall jobless rate at
12.5% and youth unemployment as high as 41.2%.”
• Front Page Headline, Bloomberg News – “France’s Hollande
Obtains Court Approval for 75% Millionaire Income Tax. French
President Francois Hollande has received approval from the
country’s constitutional court to proceed with his plan to tax salaries above one million euros ($1.4 million U.S.) per annum at a
75% rate for 2013 and 2014. In a decision published today, the

constitutional court ruled: ‘Companies will have to pay a 50%
duty on wages in excess of one million euros annually. In combination with other taxes and social charges, the rate will amount
to 75% of salaries above the threshold.”

French President Francois Hollande.
Source: AFP via Getty Images
• Front Page Headline, Wall Street Journal – “U.S. House Prices
Return to Peak Levels in Some Regions. Home prices have returned to record territory in several American cities, a milestone
that arrives seven years after the housing bust ravaged the real
estate market and the broader economy. According to a recent
analysis of house prices by Zillow, values are up about by 13%
from their 2007 high in Oklahoma City and by about 6% in the
metro Denver area. House prices are within 5% of their previous
peak in San Jose, California, Nashville, Tennessee and Dallas,
Texas.”

Monday December 30th, 2013

Monday December 30th, 2013

•

Front Page Headline, Business Insider – “World’s Oldest Bank
on Brink of Collapse. A delay to vital fundraising at Banca Monte dei Paschi di Siena has increased the risk that Italy’s thirdlargest bank may be forced into nationalization; a move which
the Italian government would like to avoid. Monte Paschi must
access investor funds in order to repay 4.1 billion euros in state
financial assistance it received earlier this year, after being hammered by the euro zone sovereign debt crisis and loss-generating derivatives trades. Monte Paschi Chairman Alessandro
Profumo – an internationally respected banker who was formerly
the Chairman of UniCredit – stated on the weekend that both he
and CEO Fabrizio Viola would decide whether or not to resign in
January. A bank board of directors meeting is expected about
mid-January.”

from that position should provide a big assist to the (domestic)
economy.”
•

Front Page Headline, Financial Post – “North Dakota Train
Crash Heightens Oil-by-Rail Debate. While climate change has
been the focus of the argument over the Keystone XL pipeline,
a subset in the debate has been the relative safety of crude oil
pipeline versus train transportation. Yesterday’s train derailment and fire in North Dakota which forced the evacuation of the
nearby town of Casselton (about 2 miles north of Interstate 94
and 25 miles west of Fargo) is certain to heighten more debate
about the safety of transporting crude oil; as the U.S. reviews
Trans Canada Corp.’s proposal to build the Keystone XL pipeline. In an interview, Brigham McCown – a former Director of
the Pipeline and Hazardous Materials Safety Administration –
remarked: ‘Any time there’s am incident, you have heightened
talk and scrutiny on oil transportation. This accident will add to
the conversation.”

Banca Monte Paschi dei Paschi is pictured in Siena, August,
2013. Source: Reuters
Smoke and flames billow from N.D. train derailment yesterday.
Source: AP

TUESDAY, DECEMBER 31ST
•

The New York-based Conference Board reports its consumer
confidence index rose to a reading of 78.1 in December from
a revised level of 72 in November, originally reported as 70.4.
Stephen Stanley, an economist at Pierpont Securities in Stamford, Connecticut, commented: “Consumer confidence is ending
2013 with good momentum. While we’ve witnessed progress in
the labor market; the increase in home values together with rising equity prices (in the stock market) are big factors contributing
to a better mood among consumers.”

•

The S&P/Case-Shiller group report their property price index for
20 U.S. cities rose by 13.6% in October on a year-over-year
basis; the biggest 12-month gain since February 2006. Dana
Saporta, an economist at Credit Suisse in New York, observed:
“There’s certainly (more) room for U.S. house prices to continue
rising in the coming year. Increasingly, more home owners –
who are under water on their mortgages – will see their (household) financial situations improving. Just extricating households

•

The Institute for Supply Management (ISM) reports its purchasing managers’ index (PMI) for the Chicago manufacturing area
declined to a reading of 59.1 in December from a level of 63 in
November; the second consecutive monthly decline. While Chicago area purchasing managers continued to report an expansion of activity, a slower pace was recorded for the components
of New Orders, Production and Order Backlogs. Also, December’s employment index declined significantly to a reading just
above 50.

WEDNESDAY, JANUARY 1ST New Year Holiday in
Canada, the U.K., the U.S.A. and Euro Zone
•

Front Page Headline, Bloomberg News – “Latvia Becomes 18th.
Member of the Euro Zone. Latvia’s European Monetary Union
(EMU) membership begins with about half of the former Soviet
Republic’s citizens not only opposing the currency switch itself,
but also, harbouring 7-year high expectations of rising inflation.

Monday December 30th, 2013

At a news conference, Latvian Finance Minister Andris Vilks –
who supported his country’s adoption of the euro – remarked:
‘Today is a very important day for Latvia, where everything is just
beginning.’ Adoption of the euro caps a journey of more than
two decades for Latvia, which becomes the fourth former communist country to embrace the EMU, following Slovakia, Slovenia and neighbouring Estonia.”
•

•

The Ministry of Trade, Industry and Energy forecasts South Korea’s exports will expand by 6.4% in 2014, after an estimated
gain of 2.2% in 2013, citing increasing sales of mobile phones
led by Samsung Electronics and higher automobile sales led by
Hyundai Motor Co. In a statement, the Ministry predicted: “U.S.
and advanced economies are recovering and China will continue to grow, boding well for our exporters. However, the won’s
rise against the dollar and the yen remains a threat.”

Front Page Headline, Globe and Mail – “FIAT to Purchase Remaining Chrysler Stake for $4.35 billion (U.S.). Following months
of tense negotiations, Italian car maker Fiat SpA announces it
will acquire the 41.46% stake in Chrysler from the Voluntary Employees Beneficiary Association (VEBA) – a retiree health-care
trust affiliated with the United Auto Workers Union – for a total of
$4.35 billion (U.S.). The deal is a victory for CEO Sergio Marchionne, who wants to merge Fiat and Chrysler, thereby creating
the world’s seventh largest auto group. In a statement issued
from Turin, Italy, Mr. Marchionne concluded: ‘In the life of every
major organization and its employees, there are defining moments which are highlights for the history books. For Fiat and
Chrysler, the agreement just reached with the VEBA is clearly
one of those moments.”

Sergio Marchionne, CEO of Fiat and Chrysler in Detroit in January, 2013. Source: New York Times
A gantry crane loads a container onto the cargo ship Hanjin
Hamburg. Source: Bloomberg
•

The China Federation of Logistics and Purchasing reports the
country’s purchasing managers’ index (PMI) for manufacturing
declined to a reading of 51 in December from a level of 51.4 in
November, the first monthly decline in activity in six months.

•

Front Page Headline, Financial Times – “New York City Mayor
Bill de Blasio Pledges: New Positive Direction. During his public
inauguration on the steps of City Hall, Mayor de Blasio declared:
‘We are called to put an end to economic and social inequalities
which threaten to unravel the city we love. So today, we commit to a new progressive direction in New York. While the City
has faced fiscal collapse, a crime epidemic, terrorist attacks and
natural disasters, now in our time we face a different crisis; an
inequality crisis.”

Chinese telecommunications factory production line.
Photo Source: Getty Images
Bill de Blasio arrives at City Hall with his family.
Source: AP
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THURSDAY, JANUARY 2ND
•

Front Page Headline, Wall Street Journal – “Euro Zone Hangover Debt Remains a Problem. In an op-ed for the WSJ, reporter Matthew Dalton cites: ‘While Europe’s sizeable debt burden remains, the region’s economic policies – cutting deficits to
lower debt and enacting structural reforms to generate growth
– haven’t done much to reduce debt (levels) and could even add
to the burden in coming years. Austerity (measures) have delivered sharper-than-expected blows to economic growth, while
evidence that structural reforms are boosting the euro economy
is limited. Instead, incomes, profits and tax revenues have declined; making debt burdens even heavier to bear … The euro
zone has sworn that no other government will restructure its debt.
While creditors will absorb losses in bank restructurings, there
has been little discussion of an orchestrated program of debt
relief for households that owe money to banks. This has been
a long standing problem in countries such as Ireland, Spain and
the Netherlands, where real estate busts saddled households
with big mortgages … Still, as European policy makers realize
the lengthy (debt) hangover which lies ahead for the euro area
economy, they may grasp for more powerful medicines which
could (not only) reduce debt, but also, roil the region’s financial
markets.”

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 2,000 to 339,000 in the week
ended December 28th. while continuing claims fell by 98,000 to
2.83 million in the week ended December 21st.

•

The Institute for Supply Management (ISM) reports its U.S. manufacturing index declined slightly to a reading of 57 in December,
following a level of 57.3 in November.

•

Front Page Headline, Financial Times – “BlackRock Enjoins
Fight for Detroit Bondholders. Detroit’s bankruptcy has raised
the issue of where general obligation bonds – which are secured
against future tax revenues – rank when a U.S. municipality
goes under. Institutional investors fear an outcome that could
undercut legal protections and possibly bond prices. Ambac, the
bond insurance company, has sued the City of Detroit claiming
tax revenues should be segregated, in order to pay out general
obligation bondholders first. Last week, BlackRock – the world’s
biggest hedge fund manager by assets – filed a notice with the
court, reserving its right to join the case in support. While the
fund manager announced that no decision had been taken about
whether to intervene formally, a company spokesman stated:
‘BlackRock agrees with Ambac’s position that Detroit’s general
obligation bonds represent senior debt under Michigan law. As
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a fiduciary, the (legal) action we are taking is on behalf of our
clients.’ Last summer, Kevyn Orr, Detroit’s financial manager,
proposed to pay out general obligation bondholders by less than
20 cents on the dollar, even though the bonds are backed by
the full faith and credit of the City of Detroit, or specific (municipal) tax raising powers. In another controversial move, Mr.
Orr also proposed haircuts to city workers’ pensions and health
care benefits, an initiative which was backed by the bankruptcy
court last month ... Mark Palmer, an analyst at BTIG Research,
commented: ‘BlackRock’s intervention could be helpful in putting the (general obligation) ramifications into perspective. The
danger is that Detroit becomes an encouragement to other municipalities seeking to address their own difficulties by essentially reneging on their debt, instead of raising taxes, selling assets, cutting spending, or (initiating) other (fundraising) efforts.’
Meanwhile, Mr. Orr has been attempting to reach (financial)
settlements with specific groups of creditors on an individual
basis and has already won concessions from counterparties to
interest rate swaps. Mr. Orr is due to publish his latest comprehensive proposals soon.”

•

Front Page Headline, Wall Street Journal – “NTSB Issues Warning on Bakken Shale Oil. The U.S. National Transportation Safety Board releases a rare safety alert, warning that crude oil from
the Bakken Shale area in North Dakota may be more flammable
than other types of crude. The warning was issued after two
federal agencies – the Pipeline and Hazardous Material Safety
Association (PHMSA) and the Federal Railroad Administration –
spent months inspecting Bakken crude, including oil transported
in recent train accidents which resulted in explosions. The latest blast occurred earlier this week in Casselton, N.D., 25 miles
west of Fargo. (See Tuesday above). The NTSB alert urges
shippers to test the crude oil they transport and siphon off any
discovered gases. PHMSA confirmed that it had tested many
of the basic chemical properties of the crude and was now looking to expand its testing, in order to examine other factors in
an attempt to explain the intensity of recent explosions. The
agency is testing the crude oil for corrosivity, hydrogen sulphide
and gases mixed into the crude.”

FRIDAY, JANUARY 3RD
•

Mortgage giant Nationwide Building Society reports its U.K.
house price index rose by 8.4% in 2013; while separately, the
Bank of England reported that U.K. mortgage approvals had
reached the highest level in almost six years. In part, this
strength reflects the effect of federal government stimulus programs such as ‘Help-to-Buy’ which allows some prospective
buyers to purchase homes with a down payment of only 5%.
According to Danae Kyriakopoulou, an economist at the Center
for Economics and Business Research in London, at the end
of 2013, the average home price in Britain stood at 175,826
pounds ($290,500 U.S.), up from 147,746 pounds at the low in
February 2009.

Row housing in London. Source: Reuters

NTSB personnel inspect damaged rail cars in Casselton, N.D.
Source: Reuters
•

Addressing an American Economic Association forum in Philadelphia, Federal Reserve Chairman Ben Bernanke stated: “The
Federal Open Market Committee’s (FOMC) decision to trim its
quantitative easing program did not indicate any diminution of
the Fed’s commitment to maintain a highly accommodative monetary policy for as long as is needed. Rather, it reflected the
progress we have made toward our goal of substantial improvement in the labor market outlook, that we set out when we began
the current purchase program in September 2012. At present,
despite positive signs in the housing sector, financial markets
and fiscal policies, the U.S. overall economic recovery clearly
remains incomplete.”
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million (U.S.) in sales on January 1st. According to the National
Cannabis Industry Association, Colorado has projected sales of
about $578 million (U.S.) this year. At Longwave Analytics, we
note that the late John Denver’s (1943-1997) hit song – ‘Rocky
Mountain High, Colorado’ – released in 1972, was more prescient in many ways than Mr. Denver probably ever envisaged.”

Federal Reserve Chairman Ben Bernanke.
Source: AFP Getty Images
• Front Page Headline, Financial Times – “Legal Recreational
Marijuana Sales Lift Mile High Denver. The 30 Colorado stores

A line forms outside the Cannabis Club on Main Street, downtown Denver. Source: Financial Times

licensed to sell non-medical use cannabis registered nearly $1

CLOSING LEVELS FOR FRIDAY, JANUARY 3RD.

WEEKLY CHANGE

Dow Jones Industrial Average

16,469.99

– 17.42 points

Spot Gold Bullion

$1,238.60 (U.S.)

+ $24.60 per oz.

S&P / TSX Composite

13,548.86

– 13.12 points

10-Year U.S. Treasury Yield

2.99%

– 1 basis point

Canadian Dollar

93.99 cents (U.S.)

+ 0.57 cent

U.S. Dollar Index Future

80.868

+ 0.53 cent

WTI Crude Oil Futures

$93.96 (U.S.)

– $6.36 per barrel
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