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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, June 16th
Front Page Headline, Wall Street Journal – “U.S. Supreme Court Ruling a Major Setback for Argentina.
The U.S. Supreme Court has ruled in favour of a
small group of determined creditors in a long-running
battle with Argentina, heightening the risk the country
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will default for the second time in thirteen years. Today, the justices rejected Argentina’s appeal of a lower court ruling that determined the country can’t make bond interest payments until it
compensates hedge funds which refused to accept restructured
debt issues in the years following Argentina’s 2001 default. In
light of that earlier ruling, Argentina must decide by the end of
this month whether to arrive at an agreement with the holdout
creditors, or default on its next bond interest payment. According to informed sources, hedge fund creditors are owed in excess of $1.5 billion (U.S.).

• Following a meeting with private sector economists, Canadian
Finance Minister Joe Oliver held a press conference telling reporters: “Our budget is on track and we expect to be in a surplus
position next year … Looking further ahead, we’ll probably view
a 2% annual gross domestic product (GDP) growth as being a
really good year over the next ten years.”

Canadian Finance Minister Joe Oliver.
Photo Source: Reuters
• The National Association of Home Builders / Wells Fargo group
reports its U.S. index of home builder confidence rose to a reading of 49 in June from a level of 45 in May, citing current sales,
the outlook for future purchases and prospective buyer traffic all
improved during the month. In a press release, NAHB Chairman
Kevin Kelly commented: “After several months of little fluctuation, a four point uptick in builder sentiment is a welcome sign
and shows some renewed confidence in the industry. However,
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States, we also believe that attention must now turn to the kinds
of policies needed to lay the foundation for (economic) growth
that will be sustainable.’

builders are still facing strong headwinds, including the limited
availability of labour.” NAHB Chief Economist David Crowe
cautioned: “Consumers are still hesitant, as they are waiting for
clear signals of fully-fledged economic recovery before making
a home purchase. Builders are reacting accordingly, so they are
moving cautiously in adding inventory.”

In its assessment, IMF economists wrote: For the U.S. Federal
Reserve, our employment and inflation forecasts mean the Federal Funds rate could afford to remain at zero for longer than the
mid-2014 date currently foreseen by the markets. The GDP revision was largely linked to the economy’s contraction in the first
quarter, when a harsh winter added to other factors such as a
drawdown in inventories, a sluggish housing market and slower
domestic demand. While an (economic) rebound is underway,
it’s providing only a partial offset to the weakness experienced
at the start of the year.”

Source: Pantheon Macroeconomics
•

•

The Canadian Real Estate Association (CREA) reports the nation’s existing home sales rose by 4.8% in May on a year-overyear basis. The CREA cited: “While severe weather caused
a slow start to the traditional spring home-selling season this
year, the market showed significant momentum last month. The
number of existing homes that changed hands over the Multiple
Listing Service rose by 5.9% in May from April on a seasonally
adjusted basis. That is the highest month-over-month increase
in over four years. In a research notes to clients, Bank of Montreal economist Benjamin Reitzes noted: “The housing market
remains remarkably resilient. Not coincidentally, mortgage rates
have fallen once again, with sub-3% mortgage rates available.
Indeed, as long as mortgage rates remain at rock-bottom levels,
housing market activity isn’t likely to weaken very much, if at all.’
CREA now expects 463,400 homes to change hands this year,
slightly lower than its March forecast of 463,700 sales. CREA
now predicts that the Canadian national average home price will
rise by 5.7% this year to $404,300. Last March, the CREA was
forecasting only a 3% increase to $397,000.
Front Page Headline, Bloomberg News – “IMF Lowers GDP
Outlook for U.S. in 2014. In its annual assessment of the U.S.
economy, at a Washington news conference, International Monetary Fund Managing Director Christine Lagarde announced
the IMF is reducing its outlook for U.S. gross domestic product
growth to 2% for the current year from its 2.8% estimate of last
April. Ms. Lagarde left the IMF’s 2015 GDP growth prediction
unchanged at 3%, acknowledging it ‘doesn’t expect the U.S.
economy to reach full employment until the end of 2017 amid
low inflation. While we see prospects looking up for the United

IMF Managing Director Christine Lagarde. Source: Bloomberg

TUESDAY, JUNE 17TH
•

Front Page Headline, Globe and Mail – “Canadian Government
Approves Enbridge’s Northern Gateway Pipeline. Canada’s
Natural Resources Minister Greg Rickford announced: ‘The
Government has accepted the advice of a federal review panel
which recommended last December that Cabinet approve Enbridge’s Northern Gateway Pipeline project; subject to the company meeting 209 conditions covering safety, environmental
protection and consultations with local communities, including
First Nations.’ The pipeline decision sets the stage for a battle in
British Columbia with project opponents who have vowed to use
every means possible to block it.”

•

The Labor Department reports the U.S. consumer price index
(CPI) rose by 0.4% in May and by 2.1% on a year-over-year
basis. (See chart on the following page).
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Source: Business Insider
become a major recruiting magnet for European and North African jihidis.”

•

Front Page Headline, Globe and Mail – “ISIS: The Islamic Militants Sweeping Iraq. The Islamic State of Iraq and the Levant
consists of a Sunni militant group whose goal is to build a medieval-style Islamic state, or caliphate replete with Sharia Law,
spanning the borders of Iraq and Syria. ISIS has seized a large
area of Iraq’s north from the Shia-led government of Prime Minister Nouri al-Maliki, and numbers up to10,000 fighters. ISIS has

An image posted on a militant website on June 14th. appears
to show ISIS militants taking aim at captured Iraqi soldiers in
civilian clothing near an army base in Tikrit. Source: Associated
Press. If executions are confirmed, this mirrors a page from
the WW II manual of the Nazi Einsatzgruppen squads executing
Polish Jews in 1940.
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ment and in motor vehicles, while sales of food, beverages and
tobacco actually declined by 0.9%. Inventories rose by 0.7%,
but were outstripped by the increase in sales, so the ratio of
inventories to sales fell to 1.26 from 1.27.
•

The 2003 ‘Mission Accomplished’ speech gets its name from a
banner displayed on the aircraft carrier USS Abraham Lincoln
during a televised address by U.S. President George W. Bush
on May 1, 2003, wherein Bush stated that this was the end to
major combat operations in Iraq. Photo source: Wikipedia

WEDNESDAY, JUNE 18TH
•

Front Page Headline, Globe and Mail – “Gold Industry to Study
Reform of Century-Old Benchmark. The London-based World
Gold Council announced the gold industry is striking a forum
to study potential reforms to the London Gold Fix, which is set
twice daily by several major banks, including Canada’s Bank of
Nova Scotia. Natalie Dempster, the World Gold Council’s managing director of central banks and public policy, notes: ‘The gold
price fixing process was established almost a century ago, so it
is not surprising that it needs to change in order to meet today’s
market expectations for enhanced regulation, transparency and
technology. Modernization is imperative to maintain trust across
the gold industry.”

•

Statistics Canada reports the nation’s wholesale trade rose by
a seasonally adjusted 1.2% in April, the biggest gain in nine
months. Building materials led April’s increase climbing by
3.6%, with exports of forestry products increasing significantly.
Solid sales gains were also registered in machinery and equip-

The Commerce Department reports the U.S. current account
deficit rose to a seasonally adjusted $111.2 billion (U.S.) in the
January- March quarter from a revised $87.3 billion (U.S.) in the
October-December quarter of 2013; citing a drop in American
exports and lower revenue from investments abroad. The current account is the nation’s broadest measure of trade, covering
not only goods and services, but also, investment flows.

Cargo and container ships anchored in San Francisco Bay.
Source: Associated Press
•

Front Page Headline, Globe and Mail – “B.C. Government Remains Opposed to Northern Gateway Pipeline Project. In a
press conference, British Columbia’s Minister of the Environment Mary Polak restated that four of her province’s five conditions for heavy oil projects remain unsatisfied. Ms. Polak told reporters: ‘Ottawa has not yet convinced the B.C. government that
its new rules for oil spill response on land and water are effective
enough to meet the Province’s demands for world-leading environmental protection. In addition, we are still awaiting a proposal from Enbridge to set out how it would meet our province’s
demand for a fair share of the economic benefits if the pipeline
is built.’ Moreover, B.C. wants the legal requirements regarding
aboriginal and treaty rights to be addressed and First Nations
to be provided with the opportunities to benefit from these projects. A joint statement issued yesterday by the province’s main
aboriginal organizations warned: ‘We will defend our territories
whatever the costs may be.”
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•

Front Page Headline, Financial Times – “Economic Activity Has
Rebounded: FOMC. The U.S. Federal Open Market Committee
played down the risk of higher inflation today, as it reduced the
pace of its monthly bond purchase program to $35 billion (U.S.).
In her second press conference as Federal Reserve chairwoman, Janet Yellen observed: ‘The recent economic evidence we
have seen, abstracting from the noise, suggests that we are
gradually moving back to our 2% inflation rate objective and I
see things roughly in line with where we expected inflation to
be. The economy is continuing to make progress toward our objectives of maximum employment and price stability.’ Ms. Yellen’s unchanged language and forecasts on inflation – despite
a trend of higher inflation data over recent months – suggests
the FOMC believes it can keep the Fed Funds Rate low well into
2015, without triggering big price increases. As expected, the
FOMC reduced its gross domestic product (GDP) growth forecast for 2014 to 2.2%, down from the 2.9% it forecast in March.
The FOMC kept its inflation forecasts almost unchanged, edging
them up a fraction to 1.6% for the current year and predicting
below 2% target inflation all the way until the end of 2016.”

data suggest the U.S. economy is finally moving up from a 2%
GDP growth trend to a more robust expansion. Looking ahead,
the biggest challenge is to sustain a higher income growth trend
which will drive consumer consumption.”

•

THURSDAY, JUNE 19TH
•

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 6,000 to 312,000 in the week
ended June 14th. while continuing claims fell by 54,000 to 2.56
million in the week ended June 7th. The unemployment rate for
people eligible for benefits declined slightly during this period
from 2% to 1.9%. Following a two-day meeting of the Federal
Open Market Committee (FOMC) yesterday, Chairwoman Janet
Yellen cautioned: “While hirings generally show some improvement, a broader assessment of indicators suggests that underutilization in the labor market remains significant.”

The Conference Board – a New York-based private research
entity – reports its U.S. index of leading economic indicators
rose by 0.5% to a reading of 101.7 in May, with seven of ten
underlying components recording an improvement. Ken Goldstein, a Conference Board economist, commented: “Recent

The Philadelphia Fed’s business outlook survey – an index of
manufacturing conditions in that region – rose to a reading of
17.8 in June from a level of 15.4 in May – the highest reading
since last September – citing a broadly based improvement with
the prices paid component surging by 12 points to a reading of
35, its highest level since July 2011. In reply to a supplemental
question regarding second half output estimates, over half of the
firms surveyed plan to accelerate production. The new orders
sub-index rose to a reading of 16.8 in June from 10.5 in May and
shipments to15.5 from 14.2.

FRIDAY, JUNE 20TH
•

Front Page Headline, Bloomberg News – “BofA Must Enjoin DOJ
Lawsuit over Mortgage-Backed Securities. U.S. District Judge
Max Cogburn Jr. in Charlotte, North Carolina, has ruled the Bank
of America must face the U.S. Department of Justice’s lawsuit,
accusing the bank of misleading investors regarding the inherent
quality of $850 million (U.S.) residential mortgage-backed securities (RMBS). Judge Cogburn stated: ‘The court need not reach
far outside the complaint, or be an expert in economics, to take
notice that it was the trading of toxic RMBS among financial institutions that nearly brought down the banking system in 2008.’
The BofA has offered to pay more than $12 billion (U.S.) in order
to resolve separate government probes of its sale of mortgagebacked securities prior to the financial crisis. However, the DOJ
halted negotiations with the bank on June 9th. Judge Cogburn
has given the DOJ 30 days to reinstate the case.”
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• Statistics Canada reports the nation’s consumer price index
(CPI) rose by 0.5% in May to 2.3% on a year-over-basis, citing
higher costs for energy, alcohol and tobacco. The core inflation
rate – excluding food and energy – also rose by 0.5%, but to a
level of 1.7% on an annual basis. Bank of Montreal Chief Economist Douglas Porter commented: “Given that the core inflation
rate remains below target, the Bank of Canada will likely feel no
urgency to respond to the upswing. After a long spell below 2%,
policy makers will readily tolerate a spell above 2% for headline
inflation. However, clearly the tone of the central bank’s rhetoric
will change and change significantly in next month’s monetary
policy report.”

• Statistics Canada reports the nation’s retail sales rose by 1.1%
in April – the strongest gain in 11 months – to an all-time record
high of $41.62 billion CAD; citing higher automobile sales and
following an upwardly revised increase of 0.1% in March, previously reported as a decline of 0.1%.

CLOSING LEVELS FOR FRIDAY JUNE 20TH.

WEEKLY CHANGE

Dow Jones Industrial Average

16,947.08

+ 171.34 points

Spot Gold Bullion

$1,316.60 (U.S.)

+ $42.50 per oz.

S&P / TSX Composite

15,108.97

+ 107.36 points

10-Year U.S. Treasury Yield

2.61%

+ 1 basis point

Canadian Dollar

93.01 cents (U.S.)

+ 0.90 cent

U.S. Dollar Index Future

80.331

– 0.253 cent

WTI Crude Oil Futures

$106.83 (U.S.)

– $0.08 per barrel
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