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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, July 14th
Front Page Headline, Bloomberg News – “Citigroup
Reaches $7 billion (U.S.) Settlement in MortgageBacked Securities Case. Citigroup has agreed to
pay $7 billion (U.S.) in government fines and investor

MONDAY, JULY 14TH
relief to resolve U.S. Department of Justice claims that the bank
misled investors about the quality of mortgage-backed securities
issued prior to the 2008 financial crisis. At a Washington press
conference, U.S. Attorney General Eric Holder emphasized:
‘Citibank’s conduct was egregious. The size and scope of this
resolution goes beyond what could be considered the mere cost
of doing business. Not only did the bank make false statements
to investors, but also, in documents filed with the Securities and
Exchange Commission (SEC). Ultimately, the bank’s conduct
had devastating effects on economies and financial institutions
across the globe. Today’s settlement neither absolves Citigroup,
nor any of its employees, from potential criminal charges.’ In
a statement issued by Citigroup Chief Executive Officer (CEO)
Michael Corbat acknowledged: ‘We have also now resolved
substantially all of our legacy RMBS and CDO litigation. This
settlement is in the best interests of our shareholders, allowing
us to move forward and focus on the future, not the past.”
• Front Page Headline, Globe and Mail – “Supreme Court Land
Claims Ruling Deemed Harmful to Canada’s Business Community. In an op-ed, Gwyn Morgan, former president and CEO
of EnCana Corporation – a North American energy producer –
writes: ‘On June 26th. the Supreme Court of Canada awarded
title to a region of the British Columbia interior – roughly the
size of Prince Edward Island – to the 3,000 member T’silhqot’in
First Nation. Initial government and business reaction characterized the decision as merely a clarification of previous lower
court judgments. That was before it became clear that the land

claim entitlement criteria set out in the 37-page decision, written
by Chief Justice Beverley McLachlin, exceeded the worst-case
scenario of both governments and industry. Under previous
legal rulings, the ‘basis of occupation’ to be used in establishing aboriginal title was limited to the immediate environs around
(First Nation) settlements.
The Supreme Court has vastly expanded that (interpretation by)
ruling: ‘Aboriginal title … extends to tracts of land that were regularly used for hunting, fishing or otherwise exploiting resources
and over which the group exercised effective control of the time
of assertion of European sovereignty’ (that is the mid-1800s).
The Supreme Court justifies this extreme interpretation by stating … ‘what is required is a culturally sensitive approach to sufficiency of occupation, based upon the dual perspectives of the
aboriginal group in question … and the common law notion of
possession as a basis for title.’ In effect, the Supreme Court has
established a separate legal structure for aboriginals and nonaboriginals far beyond land entitlements.
Having established the broad criteria for transforming land
claims into formal title, the court defines its nature and limitations, stating: ‘Aboriginal title means that governments and
others seeking to use the land must obtain the consent of the
Aboriginal title holders.’ The lone exception is when, after consulting and attempting to accommodate, proceeding without
consent is backed by ‘a compelling and substantial objective.’
In addressing the question of what might qualify as such an
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objective, the Supreme Court refers to the 1991 Delgamuukw
decision, citing: ‘the development of agriculture, forestry, mining
and hydroelectric power, the general economic development of
the interior of British Columbia, protection of the environment or
endangered species, the building of infrastructure and the settlement of foreign populations of those aims.’ Since natural gas
and oil pipelines are transportation infrastructure, this section
may prove crucial to both the LNG projects and the proposed
Northern Gateway oil project.
In British Columbia, much of the province is subject to claims of
hundreds of aboriginal groups. Consternation about the impact
of the top court’s ruling on resource developments projects was
captured by Black Press columnist Tom Fletcher, who asked,
‘Will British Columbia exist as we know it by the end of this century?’ At Longwave Analytics, our follow-up question is: Will the
‘secession’ word be on the lips of both political and business
leaders in British Columbia?”
•

Front Page Headline, Daily Telegraph U.K. – “IMF Warns ECB
Credibility at Risk. The International Monetary Fund has issued
a blistering attack on Europe’s regulatory authorities for allowing
the euro zone to remain mired in a low economic growth trap,
warning they may have to print money with ‘full conviction’ to
prevent deflation. In its annual review of the European Monetary Union (EMU), the IMF bluntly warned: ‘The inflation rate
has been too low for too long. A persistent failure to meet the
inflation target could undermine ECB credibility. A negative external shock could tip the European economy into deflation. The
economic recovery is neither robust, nor sufficiently strong. Financial markets are still fragmented, with contracting credit and
high borrowing costs constraining investment in countries with
large output gaps, big debt burdens and high unemployment.’
The IMF called for ‘a large-scale asset purchase program’ if the
inflation rate fails to rise, as well as a concerted push to boost
demand, arguing that 70% of youth unemployment in the euro
zone is caused by slump conditions rather than rigid labour
markets or lack of skills, as often claimed. The plea for action
came as new data showed euro zone industrial output declined
by 1.1% in May, the latest evidence that economic recovery is
close to stalling. The euro region’s industrial production remains
12% lower than its pre-crisis peak of six years ago. The IMF expects euro zone GDP growth of 1.1% and 1.5% in 2015, but cautioned that risks are ‘to the downside’ with the region vulnerable
to fallout from monetary policy tightening by the U.S. Federal
Reserve, or from a new storm in emerging markets. The IMF
continued: ‘Over the medium term, there is a high risk of economic stagnation, which could stem from persistently depressed

domestic demand, due to deleveraging, insufficient monetary
policy action and stalled structural reforms. The fiscal squeeze
from austerity is at last abating, but that is not enough in itself
to ignite self-sustaining economic growth. The European Union
(EU) authorities may even need escape clauses to release
countries from their fiscal straitjacket if deflation does take hold.”
•

Front Page Headline, Daily Telegraph U.K. – “BIS Warns of New
Lehman Crisis from Global Debt Surge. In an interview with the
Daily Telegraph, Jaime Caruana, general manager of the Basel,
Switzerland-based Bank for International Settlements warned:
‘Investors are ignoring the risk of monetary policy tightening in
their voracious hunt for yield. Markets seem to be considering
only a very narrow spectrum of potential outcomes. They have
become convinced that monetary conditions will remain easy
for a very long time and may be taking more assurance than
central banks wish to give. The international system is in many
ways more fragile than it was in the build-up to the Lehman crisis. Debt ratios in the developed economies have risen by 20
percentage points to 275% of gross domestic product (GDP)
since then. Credit spreads have narrowed to wafer-thin levels.
Companies are borrowing heavily to buy back their own shares.
About 40% of syndicated loans are being issued to sub-investment grade borrowers, a higher ratio than in 2007, with ever
fewer protection covenants for creditors.”

Source: BIS
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sioned. Conversely, if the economic performance is disappointing, then the future path of (administered) interest rates likely
would be more accommodative than currently anticipated.’ Regarding financial stability, Ms. Yellen stated: ‘In some sectors,
such as lower-rated corporate debt, valuations appear stretched
and issuance has been brisk. So, we are closely monitoring
developments in the leveraged loan market and are working to
enhance the effectiveness of our supervisory guidance.”

BIS General Manager Jaime Caruana
Photo Source: EPA

TUESDAY, JULY 15TH
•

The Commerce Department reports U.S. retail sales rose by
0.2% in June from an upwardly revised gain of 0.5% in May,
citing sales were broadly based with clothing outlets, general
merchandise stores and online vendors leading the trend.

•

In its latest long-term budget outlook, the U.S. Congressional
Budget Office (CBO) projects: “While federal debt held by the
public is now about 74% of gross domestic product (GDP),
growing federal deficits will eventually push the federal debt to
GDP ratio to 106% by 2039, as spending on health care and
debt service payments grow. Moreover, the large and growing
national debt increases the (ultimate) likelihood of a fiscal crisis
in the U.S., where investors would become unwilling to finance
the federal government’s borrowing requirements.”

•

The Canadian Real Estate Association (CREA) reports the nation’s existing home sales rose by 0.8% in June on a seasonally
adjusted basis, citing Vancouver, Calgary, Toronto and Hamilton
as the most active markets, thereby, posting the highest sales
volumes.

The Labor Department reports the U.S. producer price index
(PPI) rose by 0.4% in June, following a 2% decline in May, citing higher energy costs. Nariman Behravesh, an economist at
IHS Inc. in Lexington, Massachusetts, observed: “Inflation concerns, while a little higher than they were a couple of months
ago, remain fairly low. Wage inflation, which in the end is the
main driver of the overall inflation rate, is still very tame.”

•

The Federal Reserve in Washington reports U.S. industrial production rose by 0.2% in June, following a revised gain of 0.5% in
May, citing the fastest pace of motor vehicle sales in eight years
and a recent increase in bookings for business equipment.

•

The National Association of Home Builders (NAHB) / Wells Fargo group reports its housing market index (HMI) rose to a reading of 53 in July, following a level of 49 in June. NAHB Chief
Economist David Crowe commented: “An improving labor market goes hand-in-hand with a higher level of builder confidence.
As employment increases and those with jobs feel more secure
with their own economic situation, they are more likely to feel
comfortable about buying a home.”

•

•

Front Page Headline, Financial Times – “Yellen Cautions on
Uncertain U.S. Economic Outlook. In her semi-annual testimony to the U.S. Senate Banking Committee on Capitol Hill,
Federal Reserve Chairwoman Janet Yellen summarized a balanced view of the U.S. economy, but cautioned: ‘While the jobs
market has registered notable improvements year to date, the
pace of U.S. economic growth bears close scrutiny. If the labour
market continues to improve more quickly than anticipated by
the Federal Open Market Committee (FOMC), resulting in faster
convergence toward our dual mandate of full employment and
price stability, then increases in the Federal Funds Rate target
likely would occur sooner and be more rapid than currently envi-

U.S. Federal Reserve Chairwoman Janet Yellen.
Source: Reuters

WEDNESDAY, JULY 16TH
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•

•

Front Page Headline, Globe and Mail – “Bank of Canada Lowers
Real GDP Outlook. In its regularly scheduled interest rate policy
statement, the Bank of Canada left its Bank Rate unchanged at
1%, an historically low level where it has held steady for nearly
four years. Simultaneously, the central bank lowered its real
gross domestic product outlook for the nation to an annualized
growth rate of 2.3% in the 3rd. quarter and 2.4% in the 4th.
quarter; revised from 2.6% and 2.5%, respectively, in the April
projections. While the central bank now foresees a 2.1% GDP
growth rate for all of 2014, its GDP growth projection for 2015
remains unchanged at 2.4%.

•

In their quarterly Monetary Policy Report, Bank of Canada Governor Stephen Poloz and his monetary policy committee still
believe that the recent surge in the nation’s inflation rate – to a
2.3% annual rate in May – was due to ‘temporary effects mainly
from higher energy prices and the decline of the Canadian dollar over the past year. Over the next two years, inflation is expected to fluctuate around 2% as these temporary effects ease
and the downward pressure on inflation from economic slack
and heightened retail competition gradually dissipates. For the
inflation target to be achieved on a sustained basis in 2016, the
economy must reach and remain at full capacity. The closing
of the economy’s output gap to reach full capacity continues to
critically hinge on improved exports and business investment.”

Bank of Canada Governor Stephen Poloz.
Photo source: Canadian Press

Front Page Headline, Wall Street Journal – “America Escalates
Sanctions against Russia. The Obama administration has escalated its sanctions against Russia over its alleged interference in
Ukraine, imposing restrictions on the Russian state-controlled oil
giant OAO Rosneft and several other major companies. While
the U.S. believes the Ukraine separatists are receiving significant military support from Russia, this accusation has been denied by Moscow. For the Russian firms targeted for sanctions,
the U.S. Department of the Treasury is now limiting their access
to equity financing, as well as medium-term and long-term debt
financing accessed from individuals or banks with financial ties
to the U.S. Rosneft, Russia’s biggest oil producer; OAO Novatek, the second biggest gas company; OAO Gazprombank,
the bank connected with the country’s gas export monopoly and
Vnesheconombank, or VEB, a state-owned development lender,
were all placed on the U.S. Treasury’s ‘sectoral sanctions’ list.”

U.S. President Obama announces new Russian sanctions.
Source: New York Times

THURSDAY, JULY 17TH
•

The Commerce Department reports U.S. new housing starts declined by 9.3% to an annualized rate of 893,000 units in June
from a 985,000 pace in May, citing a record plunge of starts in
the American south.
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•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 3,000 to 302,000 in the week
ended July 12th. while continuing claims fell by 79,000 to 2.51
million in the week ended July 5th., the lowest level since June
2007.

•

Front Page Headline, Bloomberg News – “Microsoft Corp. Announces 18,000 Job Layoffs. Microsoft’s CEO Satya Nadella
reports as many as 18,000 jobs will be eliminated over the next
year amid a corporate restructuring which includes 12,500 Nokia
factory and professional positions, representing about half the
number of employees added in the April acquisition. Mr. Nadella, who replaced Steve Ballmer as CEO in February, is retooling
the company’s structure as it seeks to compete with more nimble
rivals offering mobile and Internet-based software and services.

•

Front Page Headline, Daily Telegraph U.K. – “Malaysian Airlines
Jet Shot Down over Ukraine Killing 295 Aboard. At Longwave
Analytics, we ask “Cui bono?”
http://www.paulcraigroberts.org/2014/07/19/happened-malaysian-airliner-paul-craig-roberts/

Palestinians and journalists in Gaza reported heavy artillery fire
from Israeli ground troops in the north and Israeli gunboats stationed near Gaza’s port; as well as a continuing air assault. The
strikes were aimed at a rehabilitation hospital and earlier had
killed four young children as they played on a roof. At the same
time, scores of rockets from Gaza continued to stream into cities
all over central and southern Israel. Earlier, at least four Palestinian children were killed by Israeli airstrikes in Gaza City, as
hostilities quickly resumed at the end of a five-hour ‘humanitarian window’ to which both sides had agreed following nine days
of fighting.”

Rockets are fired into Israel from Gaza.
Photo sources: Agence-France Presse / Getty Images

•

Rubble and debris from the Malaysian Airlines jet crash.
Photo source: Reuters
•

Front Page Headline, New York Times – “Israel Begins Ground
Invasion of Gaza Strip. Israel began a ground invasion into the
Gaza Strip this evening, saying it would target tunnels that infiltrate its territory, after cease fire talks failed to de-escalate the
missile war that has raged for ten days. The Israeli military released a statement outlining the goal of the operation was to
‘establish a reality in which Israeli residents can live in safety
and security without continuous indiscriminate terror.’

The Federal Reserve of Philadelphia reports its manufacturing
index rose to a reading of 23.9 in July, from a level of 17.8 in
June. This index is based upon the Business Outlook Survey
of manufacturers in the Third Federal Reserve District. Participants report the direction of change in overall business activity and in the various measures of activity at their plants: employment, working hours, new and unfilled orders, shipments,
inventories, delivery times, prices paid and prices received. A
Philadelphia Fed Index reading above 0 indicates factory sector
growth, while a reading below 0 indicates contraction.
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FRIDAY, JULY 18TH
•

The New York-based Conference Board reports its U.S. index of
leading economic indicators – a measure of the outlook for the
American economy for the next three to six months – rose by
0.3% in June, following a revised gain of 0.7% in May.

•

Statistics Canada reports the nation’s consumer price index
(CPI) rose to 2.4% in June on a year-over-year basis, slightly
more than the 2.3% annual rate recorded in May, citing higher
food prices as the main influence. Other sectors of the economy
also experienced higher costs including transportation, natural
gas, electricity and property taxes.

•

Front Page Headline, Daily Telegraph U.K. – “LuxembourgBased Espirito Santo International Files for Creditor Protection. The Espirito Santo family’s holding company has filed for
creditor protection, acknowledging it cannot meet its obligations. In a statement issued this evening by ESI, which is a
major shareholder of Banco Espirito Santo (BES) – Portugal’s
second-largest bank – stated: ‘Due to a significant portion of our
outstanding debt nearing maturity, ESI has applied to be placed
under controlled management within the Luxembourg law. The
controlled management regime will allow the company to defend
the interests of its creditors in a transparent and orderly way.
This will permit a process for managing the value of the assets
for creditors that is more adequate than a rapid and massive
liquidation.’ In a complex arrangement, Espirito Santo International owns 100% of RioForte, another holding company, which

in turn owns close to 50% of Espirito Santo Financial Group,
which owns 20% of BES. Earlier today, Portuguese prosecutors revealed they were already investigating the family’s web of
businesses.”
•

Front Page Headline, GoldMoney – Monetary Discord. Researcher Alasdair MacLeod writes: In a recent interview with
the Daily Telegraph (see above Monday, July 14th.), General
Manager of the Bank for International Settlements (BIS) Jaime
Caruana pointed out that debt has continued to increase in
developed nations since the Lehman crisis, as well as in most
emerging economies. Meanwhile, the growing sensitivity of all
this debt to increases in interest rates, is being ignored by the
financial markets, where risk premiums should be rising, but are
falling instead. From someone in Mr. Caruana’s position, this is
a stark warning. That he would prefer a return to sound money
is revealed in his remark about the IMF’s hint that a few years
of inflation would reduce the debt burden: ‘It must be clearly
resisted.’ There is no Plan B offered, only recognition that Plan
A has failed and that it should be scrapped. Some think this
is already being done in the U.S., with tapering of QE3. However, tapering is having little monetary effect, being replaced by
the expansion of the Fed’s reverse repo program. In a reverse
repo, the Fed gives the banks short-term U.S. Treasurys, paid
for by drawing down their excess reserves. U.S. Treasurys are
then used as collateral to back credit creation, while the excess
reserves are not in public circulation anyway. Therefore, money
is created out of thin air by the banks, replacing money created
out of thin air by the Fed.
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Interestingly, Mr. Caruana dismisses deflation scares saying that
gently falling prices are benign, which places him firmly in the
sound money camp. However, he doesn’t actually come out
and admit to being Austrian in his economics, more an acolyte
of Knut Wicksell, the Swedish economist, upon whose work
regarding interest rates much of the Austrian business cycle
theory is based. This is why Mr. Caruana’s approach towards
credit booms is being increasingly referred to in some circles as
the Mises-Hayek-BIS view. With the knowledge that the BIS is
not enthralled with Keynes and the monetarists, we can logically
expect that Mr. Caruana and his colleagues at the BIS will be
placing a greater emphasis on the future role of gold in the monetary system. Given the other as yet unstated conclusion of the
Mises-Hayek-BIS view, that paper currencies are in a doom-loop
that ends with their own destruction, the BIS is on a course to
break from the long-standing policy of preserving the U.S. dollar’s credibility by suppressing gold. Mr. Caruana is not alone
in these thoughts. Even though central bankers in the political
firing line only know expansionary monetary policies, it is clear
that influential opinion in many quarters is building against them.
While it is too early to talk of a new monetary regime, it is not too
early to talk of the demise of the current one.”

•

Front Page Headline, Zero Hedge – “Is This the Scariest Chart
in IBM’s History
It is the chart below, indicating that as of Q2, IBM had a higher
debt / equity ratio than just after the Lehman Bros. collapse and
after Q1’s already record high ratio.
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CLOSING LEVELS FOR FRIDAY JULY18TH.

WEEKLY CHANGES

Dow Jones Industrial Average

17,100.18

+ 156.37 points

Spot Gold Bullion

$1,309.40 (U.S.)

– $28.00 per oz.

S&P / TSX Composite

15,266.57

+ 141.07 points

10 –Year U.S. Treasury Yield

2.48%

– 4 basis points

Canadian Dollar

93.17 cents (U.S.)

+ 0.01cent

U.S. Dollar Index Future

80.505

+ 0.288 cent

WTI Crude Oil Futures

$103.13 (U.S.)

+ $2.30 per barrel
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