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THAT WAS THE WEEK THAT WAS
Monday, June 2nd
The National Bureau of Statistics and China Federation of Logistics and Purchasing report China’s purchasing managers’ index (PMI) for the manufacturing
sector rose to a reading of 50.8 in May – a five-month
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high – following a level of 50.4 in April. According to a Bloomberg survey in May, analysts are expecting China’s gross domestic product (GDP) to grow by 7.3% this year, which would be
the weakest annual pace since 1990.

An employee seals bottles of Maggi Seasoning at the Nestle factory in Dongguan, China. Photo Source: Bloomberg
• The Tempe, Arizona-based Institute for Supply Management
(ISM) reports its U.S. manufacturing index declined to a reading
of 53.2 in May, following a level of 54.9 in April. The ISM’s new
orders index fell by 1.8 points to a reading of 53.3 in May and
production edged lower to a reading of 55.2 from 55.7 in April.
The employment gauge fell by 2.8 points to a reading of 51.9,
the lowest level since the summer of last year.

• Markit Economics reports its U.S. index of manufacturing conditions edged slightly higher to a final reading of 56.4 in May,
following a preliminary reading of 56.2 and an April level of 53.7.
• RBC reports its Canadian Purchasing Managers’ Index (PMI)
for the manufacturing sector declined to a seasonally adjusted
reading of 52.2 in May from a level of 52.9 in April, citing stagnation in the new orders index at a reading of 52.6. Craig Wright,
an RBC economist commented: ‘The PMI report indicates that
Canada’s manufacturing sector is still be restrained by sluggish
global economic growth.’
• Front Page Headline, Business Insider – “One Third of America’s
18 to 34 Year-Olds Live with Their Parents. Increasing numbers of young Americans are heading to college, where they’re
accumulating debt to pay for rapidly increasing tuition costs.
Graduates are being confronted by a challenging job market,
which eventually leaves many to just drop out of the labor force
altogether. In turn, this has led to an increasing delinquency
rate on student loans. Accordingly, it should be no surprise that
young people are increasingly opting, perhaps out of necessity,
to live at home with their parents. As recorded below in his latest monthly chart book, Deutsche Bank’s Torsten Slok tracks
the rise of 18 to 34 year-olds who are currently in this position.
Mr. Slok concludes this represents a future bullish force for the
U.S. housing market, characterized by a current home ownership rate at a 19-year low.”
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•

As measured according to the European Union’s (EU) shared
method, Germany’s annual inflation rate almost halved to 0.6%
in May from 1.1% in April. Separately, data firm Markit Economics’ survey of 3,000 EU manufacturing companies revealed the
Purchasing Managers’ Index (PMI) declined to a reading of 52.2
in May from a level of 53.4 in April. A reading above 50 for the
index indicates an expansion of manufacturing activity. Chris
Williamson, Markit’s chief economist, cautioned: “In Germany,
the pace of economic expansion eased in May, possibly linked to
some concerns over the situation in Ukraine, or perhaps simply
due to the timing of Easter. Without any clear cause, the manufacturing slowdown in the region’s largest economy will perhaps
be the biggest concern for the euro zone’s GDP growth trajectory if an economic rebound isn’t forthcoming in June.”

TUESDAY, JUNE 3RD
•

Front Page Headline, Daily Telegraph U.K. – “House Prices:
Countries with the Cheapest and Most Expensive Property Markets.
According to a study published by the Organization for Economic Co-operation and Development (OECD), U.K. house prices
are 30% too high.

The figures afford potential buyers where good property values
may lie.
In particular, commonwealth countries were found to have the
most wildly overvalued property markets among the OECD
countries. They include New Zealand, Australia and Canada,
where prices continued to power ahead last year. While the
OECD report indicated house prices in France and Norway remain too high, in contrast, property markets in Ireland, Portugal and Germany are undervalued. Japan, where house prices
have been in a staggered 25-year decline, remains the cheapest
housing market within the OECD. Despite an unprecedented
stimulus program, initiated last year by Japanese Prime Minister
Shinzo Abe, house prices declined in real terms by almost 2%
in 2013. The wonders that the so-termed ‘Abenomics’ policies
worked in creating inflation and sending Tokyo shares soaring,
failed to work on bricks and mortar. Much attention has also
been paid to the Spanish property market, where hundreds of
thousands of Britons have holiday homes. Taking the OECD’s
two measures (explained below), Spain’s housing market remains about 5% overvalued, compared with 12% one year ago.
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The OECD research is based upon two separate valuation measures. The OECD compares prices with typical wages and then
plots the ratio against the long-term average. At 100, it would
be in line with that average. At 150, it is 50% above that average. A comparison with wages indicates what buyers can afford, but the OECD also captures how house prices look against
rents. This measurement is akin to valuing homes as if they
were businesses; not dissimilar to the price to earnings ratio
used to value shares. A figure of 84 – the number for Greece –
suggests house prices are 16% below the long-term average on
this measure. Today, house prices and housing investments are
rising in over half of the OECD economies. In Europe, strong
house price growth is continuing in Germany (based upon data
from the big cities) and Switzerland. As mentioned above, it
has also resumed in the United Kingdom, even though U.K.
house prices are already above longer term norms relative to
rents and incomes. Markets remain softer in other parts of the
euro area, reflecting weak income growth and tighter financing
conditions. However, recent data suggest that the long declines
in real house prices in Ireland and the Netherlands may now be
commencing to level off.

In the United States, housing developments are mixed. While
house prices continue to rise, new home sales, starts and builders’ confidence have turned down, not only due to adverse
weather conditions in the first quarter of 2014, but also, because
of a moderation in mortgage purchase applications since longterm mortgage rates increased last summer. Existing home
sales have also declined, although much of this appears to reflect a welcome decline in the level of distressed sales. Looking
ahead, given the likelihood of continued solid income growth,
further easing of credit standards and pent-up demand after a
period of subdued household formation rates, the housing market recovery should continue through this year and the next. In
Japan, real house prices are continuing to edge lower, but land
prices are beginning to stabilize. Housing investment has been
very buoyant, although has now faded, given the temporary
boost provided by the demand for sales contracts to be finalized
ahead of the consumption tax increase last April.”
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•

3.
Rising Rental Income: Since 2000, rental income has
risen noticeably, as more households allocate capital to rental
properties, in order to supplement labor income.

Front Page Headline, Business Insider – “Americans Are Obtaining Proportionately Less Money from Their Jobs. In a new Wells
Fargo study, economists John Silvia and Sarah Watt House conclude: ‘Since 1980, direct labor income has become a smaller
share of personal income, while income from transfers has increased. This mix may help to stabilize consumption, but also
reflects altered incentives to work. Wages and salaries continue
to be primary sources of income, but have declined from 59% of
personal income in 1980 to just 51% today.
1.
Aging Baby Boomers and Longer Life Expectancy: A
growing share of the population is drawing Social Security and
Medicare, which is reflected in the rising share of income derived from transfers. In addition, with a larger population of retirees, more Americans are cashing in on retirement savings by
obtaining income on assets, although the recent low interest rate
environment has reduced the rate of return on those assets.
2.
Increased Eligibility and Use of Social Insurance Programs: Also called transfer payments, these programs include
disability insurance and food stamps. Although having declined
from a recent peak of about 20% in the aftermath of the Great
Recession, the share of income derived from transfers has increased steadily over the past two decades.

Moreover, we note that unfavourable labor market dynamics are
also a factor. We suspect this is a product of both demand and
supply forces. On the demand side, firms have been cautious to
hire, given the modest and uncertain gains in final demand. In
addition, as global markets continue to expand, companies are
increasing their hiring abroad to serve foreign markets. On the
supply side, the availability of transfer payments and mandated
benefits have increased the reservation wage for many workers
and lowered the cost of additional leisure. Moreover, an excessive supply of labor relative to demand has kept wage gains
muted, restraining labor income even as hiring has improved.”
See chart on the following page.
•

According to Nationwide Building Society figures, the average
U.K. house price has risen over the past 12 months to a record
high 186,512 pounds, surpassing the pre-financial crisis peak.
The annual pace of U.K. house price growth rose by 11.1% in
May, with prices recording their 13th. successive monthly increase. While Nationwide expects the U.K. demand for homes
to remain strong over the rest of 2014, the mortgagee stated:
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“There have been tentative signs that activity in the U.K. housing market may be beginning to moderate.” Yesterday, the Bank
of England reported that mortgage approvals in April were 17%
below January’s peak and approval levels are now the lowest
point since last summer. Nationwide reported the May monthly
increase of 0.7% in U.K. house prices was lower than the 1.2%
monthly increase recorded in April and on a three-month basis,
house prices have been declining since February. See chart on
the following page.

WEDNESDAY, JUNE 4TH
•

Following the Bank of Canada’s monthly monetary policy committee meeting, central bank Governor Stephen Poloz issued a
cautious statement: “Evaluating recent higher inflation readings
against slightly increased risks to gross domestic product (GDP)
growth, leaves the downside risks to the inflation outlook as
important as before. Simultaneously, the risks associated with
household imbalances remain elevated. The Bank judges that

the balance of risks remains within the zone for which the current stance of monetary policy is appropriate, therefore the committee has decided to maintain the Bank Rate at 1%. The timing
and direction of the next change to monetary policy will depend
upon how new economic information influences the balance of
risks. The next scheduled date for a Bank Rate announcement
and a Monthly Policy Report publication is July 16th.”

THURSDAY, JUNE 5TH
•

Front Page Headline, Bloomberg News – “ECB Unleashes Historic Monetary Policy against Deflation Threat. At his monthly
news conference in Frankfurt, European Central Bank President
Mario Draghi announced the ECB is cutting its deposit interest rate to a minus 0.1%. The ECB also opened a 400 billion
euro ($542 billion U.S.) liquidity channel for bank loans, while
announcing central bank officials will begin devising an assetbacked security purchase plan. Mr. Draghi stated: ‘While we
think this is a significant monetary policy package, we may not
be finished.’ In related moves, the ECB’s benchmark lending
rate was cut by 10 basis points to 0.15% and the refinancing
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rate was lowered by 25 basis points to 0.4%. Grant Lewis, an
economist at Daiwa Capital Markets in London reacted: ‘Draghi
has pulled a couple of rabbits out of the hat which seems to have
pleased people … Since there’s a little bit more in this policy
move than was expected, it will take some additional time for the
markets to digest.’

•
European Central Bank President Mario Draghi
Photo source: Bloomberg

The Labor Department reports U.S. initial claims for state unemployment benefits increased by 8,000 to a seasonally adjusted
312,000 in the week ended May 31st. while continuing claims
declined by 20,000 to 2.6 million in the week ended May 24th. –
the lowest level since October 2007.
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•

Front Page Headline, Mish’s Global Economic Trend Analysis – “China’s Composite PMI Reveals First Expansion in Four
Months. HSBC China Composite Purchasing Manager’s Index
data (which covers both the manufacturing and services industries) posted an expansion reading of 50.2 for Chinese business
activity in May, following three consecutive months of contraction and a reading of 49.5 in April. According to this latest data,
a slower decline in manufacturing output and a further increase
in services activity supported the first expansion of combined
output since January … Reports from surveyed businesses suggested that muted client demand led firms to be more cautious
towards hiring additional workers. As a result, employment at
the composite level declined at the fastest pace since February
2009 … Average input costs fell for the fifth consecutive month
at manufacturers, albeit at a modest pace which was the slowest in the current sequence. Meanwhile, cost burdens at service
providers rose modestly in May. With a pronounced slowdown
in domestic housing demand and house prices, this may be as
good as it gets for a while.”

•

The Washington-based Federal Reserve reports American consumers increased their debt by a seasonally adjusted $26.8 billion (U.S.) in April. Federal student loans – a non-revolving category of debt – increased by $18 billion (U.S.) or 9.5% in April,
following a 9.1% increase in March. The biggest component
was credit card debt, which surged by $8.8 billion (U.S.) in April
to the highest annual level since November 2001.

•

Front Page Headline, Bloomberg News – “American Federal
Budget Deficit $131 Billion (U.S.) in May: CBO. The Congressional Budget Office estimates that for the 8-months of the fiscal
year-to-date, the federal budget deficit totals $439 billion (U.S.).
This is $188 billion (U.S.) less than in the same period a year
ago. The CBO reported federal government receipts totaled
$200 billion (U.S.) in May, or $3 billion (U.S.) more than in May
2013; while expenditures totaled $331 billion (U.S.), down $5
billion (U.S.) from May of last year.”

•

Statistics Canada reports the nation’s economy created 25,800
jobs in May, citing full-time jobs declined by 29,100, while parttime positions increased by 54,900. Diana Petramala, an economist at the Toronto-Dominion Bank, commented: “To a certain
extent, the full-time to part-time job shift reflects the softer economic conditions we have seen over the past year. However,
it’s also likely that with Canada’s aging population, people are
choosing fewer hours of work as they approach retirement age,
or the end of their careers, so this may represent a structural
shift. In any event, fewer full-time jobs, together with stagnating real income growth, carry negative implications for consumer
spending.”

•

Front Page Headline, <newsletter@paulcraigroberts.org> –
“More Phantom U.S. Jobs Created – All in the Wrong Places.
My opinion, schooled in part by John Williams’ very precise reports on his website <Shadowstats.com> is that on the average,
about half of the new jobs each month are phantom jobs created by the birth-death model and inappropriate seasonal adjustments. So, I figured that the 217,000 jobs claimed for May
should be more like 108,000. Then I read John Williams’ report
on the May non-farm payrolls number: ‘Monthly Payroll Gains
Overstated by 200,000 Plus Payroll Jobs.’ Actually, there were
zero new jobs in May.

FRIDAY, JUNE 6TH
World War II Remembrance: 70th. Anniversar y
of D-Day
•

The Labor Department reports U.S. non-farm payrolls increased
by 217,000 hires in May, following a gain of 282,000 in April,
while the official unemployment rate held steady at 6.3% and the
civilian labor force participation rate was unchanged at 62.8%.
In an interview on Bloomberg Surveillance, Pacific Investment
Management’s Bill Gross – manager of the world’s biggest bond
fund – noted: “The payroll data certainly explains the ‘new normal’ in terms of an annual 2 to 3% real gross domestic product
(GDP) growth rate.”

Bill Gross, Co-CIO at Pacific Investment Management.
Photo source: Bloomberg
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CLOSING LEVELS FOR FRIDAY JUNE 6TH.

WEEKLY CHANGE

Dow Jones Industrial Average

16,924.28

+ 207.11 points

Spot Gold Bullion

$1,252.50 (U.S.)

+ $6.50 per oz.

S&P / TSX Composite

14,838.90

+ 234.74 points

10 – Year U.S. Treasury Yield

2.59%

+ 11 basis points

Canadian Dollar

91.49 cents (U.S.)

– 0.74 cent

U.S. Dollar Index Future

80.424

+ 0.033 cent

WTI Crude Oil Futures

$102.66 (U.S.)

– $0.05 per barrel
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