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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, Februar y 24th
The Munich-based Ifo Institute reports its German
Business Climate Index rose to a reading of 111.3 in
February – the strongest level since July 2011 – from
a reading of 110.6 in January. The Ifo index is based
upon monthly survey responses from 7,000 execu-
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ives of German firms in manufacturing, construction, wholesaling and retailing. The executives are asked to outline their assessments of the current business climate; as well as their business expectations over the next six months. Christian Schulz,
an economist at Berenberg Bank in London, commented: “Germany’s economy is growing strongly this winter. Germany can
rely upon domestic demand as the key driver of (GDP) growth at
the current stage of this economic cycle. Private investment is
rebounding after a long period of decline when the euro (sovereign debt) crisis undermined business confidence.”

An employee monitors production controls at a factory in Hamburg. Source: Bloomberg

• Luxembourg-based Eurostat reports euro zone consumer prices
rose at an annual rate of 0.8% in January, following a similar
gain in December. In a weekend interview with the media following a Group of 20 meeting in Sydney, Australia, European Central Bank (ECB) President Mario Draghi remarked: “We don’t
possess any evidence of people postponing their expenditure
plans with a view to buying the same thing at lower prices; in
other words, we don’t see what is defined to be (expectations of)
deflation. However, we are aware of the risks and the Governing
Council is ready and willing to take any action in case these risks
were to gain strength.”
• Front Page Headline, Wall Street Journal – “G-20 Leaders Support a Plan to Spur Global Economic Growth. Group of 20 officials ended their weekend summit in Sydney, Australia, pledging
to boost world economic growth by more than $2 trillion (U.S.)
over the next few years under a strategy crafted by the International Monetary Fund (IMF). Officials spent the weekend exploring ways to navigate the global economy’s choppy waters as the
U.S. exits its easy monetary policies, emerging markets attempt
to subdue volatile capital flows and the euro zone attempts to
avert growth stifling deflation. Under the G-20 plan, advanced
economies would continue with their easy monetary policies,
while emerging markets would seek to restructure their economies and tame inflation. In addition, governments everywhere
would be expected to channel private sector finance into new
infrastructure projects.
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The IMF, which expects global gross domestic product (GDP)
growth to average 3.7% this year and 3.9% in 2015, believes
its plan would add half a percentage point to global economic
growth annually over the next four years. The finer points will
be determined during the next eight months leading to the G-20
leaders’ summit in November. However, if past efforts of the
G-20 are any guide, investors should temper their hopes. The
group’s previous attempts to spur economic growth have tended
to fall by the wayside, undermined by the realities of domestic
and international politics.”

about why the central bank did not move to properly investigate
the scandal. Since there was no official regulator for the Libor
at the time, officials at the Federal Reserve tried to blame British
authorities for allowing the benchmark interest rate to get out of
control in the first place. The Fed declined to comment on the
transcripts or why it had not taken firm action in 2008.”

TUESDAY, FEBRUARY 25TH
•

In a website presentation, New York-based JP Morgan Chase
announced it “will eliminate about 8,000 jobs in its consumer
and mortgage banking units this year, reflecting a decline in demand for refinancings. The layoffs will bring total staffing cuts to
24,500 in the two divisions since the beginning of 2013. Mortgage banking results and applications declined in the 4th. quarter and we believe that revenues will continue to be challenged.”

•

The Wiesbaden-based Federal Statistics Office reports German
exports rose by 2.3% in the 4th. quarter of 2013 from the previous quarter, while equipment and construction investment each
rose by 1.4%. Natascha Gewaltig, an economist at Action Economics in London, commented: “Looking ahead, the German
economy is actually in quite good shape, which should bode well
for the euro area as a whole.”

IMF Managing Director Christine Lagarde speaks at a weekend
news conference. Source: Bloomberg News
•

Front Page Headline, Daily Telegraph U.K. – “Federal Reserve
Suspected Libor Rigging as Early as April 2008. According to
newly published transcripts of the U.S. central bank’s meetings,
William Dudley – a senior member of the Federal Open Market
Committee (FOMC) – expressed fears that banks were being
dishonest in the way they were calculating the London interbank
offered rate at an April 2008 Fed meeting: ‘There is considerable evidence that the official Libor fixing understates the interest rates paid by many banks for funding. A newspaper report,
which lifted the lid on some degree of manipulation, appeared
to have triggered an outbreak of veracity among at least some
bankers.’ Three years after Mr. Dudley’s remarks, it emerged
that traders at more than a dozen banks, including Lloyds, Barclays and Royal Bank of Scotland, had been routinely attempting to fix the official Libor rate in order to boost their own bonuses and profits. The scandal impacted the finances of tens
of millions of ordinary households and businesses, plus dealt a
devastating blow to the banking industry. Financial institutions
have paid more than $5 billion (U.S.) in fines to settle the matter
with regulators in the U.S., the U.K. and the European Union. A
dozen individuals have been criminally charged and many others have lost their jobs; including Barclays CEO Bob Diamond
and Chairman Marcus Agius, who both resigned over the issue.
The transcript of the Fed’s April 2008 meeting raises questions

A shipping container crane operates in the Port of Hamburg.
Photo source: Bloomberg
•

The Conference Board reports its U.S. consumer confidence index declined to a reading of 78.1 in February from a level of 79.4
in January, citing reduced consumer expectations for the months
ahead. Simultaneously, consumers expressed more optimism
for the current state of the economy as the ‘present situation’
index rose to a reading of 81.7 in February – the highest peak
since April 2008 – from a level of 77.3 in January. Lynn Franco,
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the Conference Board’s director of economic indicators, observed: “This suggests that while American consumers believe that the economy has improved, they also grew more concerned about the outlook for business conditions, jobs and earnings in the coming months.”

•

The S&P / Case-Shiller group report their composite home price index covering 20 U.S. cities rose by a seasonally adjusted 0.8% in
December, following a gain of 0.9% in November. On an annual basis, home prices rose by 13.4% in 2013 – the fastest calendar year
growth since 2005; supported by a low inventory of homes for sale and historically affordable mortgage rates. David Blitzer, chairman of
the index committee at S&P Dow Jones Indices cautioned: “Home price gains are slowing on a month-to-month basis, so the strongest
part of the recovery in home values may be over. The seasonally adjusted data are also exhibiting some softness and loss of momentum.”
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WEDNESDAY, FEBRUARY 26TH
•

The Commerce Department reports U.S. sales of new single
family homes rose by 9.6% in January to a seasonally adjusted
annual pace of 468,000 units – the highest level in more than
five years – following an upwardly revised annual rate of 427,000
in December. Jim O’Sullivan, an economist at High Frequency
Economics in Valhalla, New York, commented: “I’m hopeful the
recovery in home sales will be sustained over the next couple
of months. If we continue to witness solid employment growth,
which was the trend last year, chances are you’ll see home sales
continue their uptrend.”

Home construction in Long Beach, New York.
Photo source: Bloomberg News

•

Front Page Headline, Bloomberg News – “International Trade
Boosts GDP Growth in U.K. The Office for National Statistics
reports trade, investment and consumer spending led the U.K.
economy to a 4th. consecutive quarter of GDP growth in the final
three months of 2013. Indeed, while the gross domestic product rose by 0.7% in the 4th. quarter, on a year-over-year basis
the GDP expanded by 2.7%, the most in nearly six years. U.K.
Chancellor of the Exchequer George Osborne recently warned:
‘Britain needs to export and invest more in order to cement the
economic recovery.’ George Buckley, an economist at Deutsche
Bank AG in London observed: ‘This provides some hope that
the (economic) recovery is gaining some breadth even if, as we
expect, overall growth slows during the course of this year. We
note net exports were positive, however, with the pound higher
and Europe still fragile, its persistence may be challenged.”

Dockside cranes load containers for export on a ship at a British
port. Source: Bloomberg
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THURSDAY, FEBRUARY 27TH
•

The Labor Department reports U.S. initial claims for state unemployment benefits increased by 14,000 to a seasonally adjusted
348,000 in the week ended February 22nd. while continuing
claims increased by 8,000 to a seasonally adjusted 2.96 million
in the week ended February 15th. After declining steadily during 2013, jobless claims have settled into a range of 325,000 to
350,000 early in the new year.

•

The Nuremberg-based Federal Labour Agency reports Germany’s unemployment rate was a seasonally adjusted 6.8% in February – unchanged from January – and at a two-decade low just
over half the 12% rate for the euro zone as a whole. Annalisa
Piazza, a fixed income strategist at Newedge Group in London,
commented: ‘The German labour market remains robust, as it
benefits from the recent improvement in (domestic economic)
activity. The labour market is set to remain a supportive factor
for consumption, even if employment growth doesn’t accelerate
over the near term.’

•

The Commerce Department reports U.S. durable goods – products expected to last for at least three years – orders declined
by a seasonally adjusted 1% in January, following a downwardly
revised drop of 5.3% in December, previously reported as a decline of 4.2%; citing the negative impact of harsh winter weather
in the Midwest and Northeast areas of the country.

•

The European Commission (EC) in Brussels reports its index of
executive and consumer economic confidence rose to a reading
of 101.2 in February – the highest reading since July 2011— following a revised level of 101 in January. Anatoli Annenkov, an
economist at Societe Generale in London, observed: “Economic
conditions seem to have stabilized in many parts of the euro region, while Germany continues to deliver strong numbers.” On
February 6th. ECB President Mario Draghi put investors on a
month’s notice for further economic stimulus, stating: ‘The ECB
needs to obtain more information on the economic recovery before making any decision (to act).”

•

The U.S. Department of the Treasury reports the federal deficit
declined to $680 billion (U.S.) for the fiscal year ended September 30, 2013 from about $1.1 trillion (U.S.) in fiscal 2012. In
the report, Treasury Secretary Jack Lew stated: “Thanks to the
tenacity of the American people and the determination of the
private sector, we are moving in the right direction. The United
States has recovered faster than any other advanced economy
and our deficit today is less than half of what it was when President Obama first took office.”

•

Front Page Headline, Mish’s Global Economic Trend Analysis
– “Saxo Bank Warns of Global Economic Vacuum / China Slowdown / Negative German GDP Growth / 30% S&P Correction.
Steen Jakobsen, chief economist at Saxo Bank in Denmark,
foresees: ‘Although China’s flag is waving strongly these days,
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the direction of the economic and political winds have changed,
but the present multitude of macro changes has yet to be recognized by consensus and the market. My conclusions are as
follows:

•

Front Page Headline, Daily Telegraph U.K. “Moody’s Raises
Germany’s Credit Rating Outlook to ‘Stable’ from ‘Negative.’ In
a press release, Moody’s explained: ‘Country-by-country progress in the euro zone and progress in building the European
Union’s institutional barriers to crisis contagion, means there is
less danger that Germany would have to lead further bailouts of
other euro zone countries. The narrowing of Germany’s fiscal
deficit is also contributing to the strengthening of its ‘AAA’ credit
rating. Moody’s expects balanced fiscal budgets for 2014 and
2015 … The authorities are unlikely to deviate from the prudent
fiscal policy stance announced in the coalition agreement. This
outlook change reflects German banks’ stronger ability to withstand shocks because of a year of reduced crisis-related losses
and improved capital strength. Germany’s ‘AAA’ sovereign credit rating is rooted in the country’s advanced, diverse economy
and a history of stability-oriented macroeconomic policies.”

•

Front Page Headline, New York Times – “U.S. GDP Growth Rate
Was Slower in the 4th. Quarter. The Commerce Department
reports America’s gross domestic product expanded by a 2.4%
annual rate in the last quarter of 2013, downwardly revised from
an initial estimate of 3.2%, previously released on January 30th.
and substantially lower than the annual growth pace of 4.2% in
the 3rd. quarter. GDP growth was also weighed down in the
4th. quarter by a sharp decline in government expenditures, including a 14% drop in military spending; amid automatic budget
cuts imposed by Congress early last year and the government
shutdown in October.”

1. China’s economy will recede to 5% GDP growth over the next
3 years
2. China will begin to devalue its currency in response to Abenomics and weaker terms of trade
3. China will no longer be the world’s biggest investor and importer of investment goods
The changes will mean that during 2014:
4. Germany’s GDP growth will turn negative during the 4th. quarter
5. Global GDP growth will recede from the recent 3.7% to less
than 3%
6. The economic recovery will once again be postponed
7. Deflation will unfold in Europe and become a major risk in
America
8. The final third crisis in this cycle will mean a selloff in equities
… Now I foresee a 30% correction in the SPX after it registers a
high between 1,840 points and 1,890 points
I simply believe that China leads the world. The Chinese took
the burden of world (economic) growth in their hands during the
peak of the (financial) crisis in 2008 and 2009 through the biggest fiscal expansion ever seen ($550 billion U.S.), then they
increased their investment to GDP ratios by securing export
orders from major European and American importers until late
2013; but since the Third Plenary Session of the 18th. CPC
Central Committee in November 2013, the main objectives for
the political elite in China have changed from (economic) growth
and exports to rebalancing, fighting graft, reducing pollution and
betting on a small (economic) crisis now as opposed to a bigger
one later.”

FRIDAY, FEBRUARY 28TH
•

The Thomson Reuters / University of Michigan group report their
index of consumer confidence rose to a final reading of 81.6 in
February from a level of 81.2 in January. Richard Curtin, an
economist for the consumer sentiment survey, noted: “While the
harsh winter weather has kept consumers away from retail outlets, it has not had a detrimental impact on their outlook for future economic conditions. Consumers have displayed remarkable resiliency in the face of the polar vortex; as well as higher
utility bills and minimal employment gains.”

The chart on the following page from Bloomberg LP Chief Economist Michael McDonough shows what is adding and subtracting in changes to the U.S. GDP. Anything above the x-axis is
adding to GDP and anything below it is taking away. As is evident, government spending is still (posing) a large drag effect.
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CLOSING LEVELS FOR FRIDAY, FEBRUARY 28TH.

WEEKLY CHANGE

Dow Jones Industrial Average

16,321.71

+ 218.41 points

Spot Gold Bullion

$1,321.60 (U.S.)

– $5.00 per oz.

S&P / TSX Composite

14,209.59

+ 3.87 points

10-Year U.S. Treasury Yield

2.65%

– 8 basis points

Canadian Dollar

90.30 cents (U.S.)

+ 0.48 cent

U.S. Dollar Index Future

79.776

– 0.480 cent

WTI Crude Oil Futures

$102.59 (U.S.)

+ $0.39 per barrel
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