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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, May 19th
Front Page Headline, Financial Times – “European
Central Banks Commit to Holding Gold. In a statement released by the European Central Bank (ECB),
the current Central Bank Gold Agreement (CBGA) –
which expires in September – was renewed for a five
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Victoria Day Holiday throughout British Commonwealth
year period and reaffirms a commitment to hold gold bullion
as a monetary reserve, while reducing the quotas. The central banks confirmed: ‘The signatories note that, currently, they
do not have any plans to sell significant amounts of gold and
they will continue to coordinate their gold transactions in order to
avoid any market disturbances.’ According to the London-based
World Gold Council, over the past five years European central
banks sold only 23.5 metric tonnes of gold – mainly for minting
gold coins – out of a possible 2,000 metric tonnes quota. While
CBGA members own about 11,000 metric tonnes of gold, over
the past four years central banks globally have actually been
net buyers of gold bullion; with purchases totaling 368.8 metric
tonnes in 2013. The Central Bank Gold Agreement will be reviewed again in 2019.”
•

Front Page Headline, Financial Times – “Credit Suisse Pleads
Guilty in Tax Case. The U.S. Department of Justice (DOJ) has
filed criminal charges of conspiracy against Credit Suisse today
over its activities in helping Americans evade taxes and is expected to pay $2.6 billion (U.S.) in fines and restitution to U.S.
authorities, as other banks brace themselves for potential fallout
from the action. A guilty plea was filed by Credit Suisse today
in a Virginia federal court. The Swiss bank had been in negotiations with the DOJ, plus regulators at the Federal Reserve
and the New York State Department of Financial Services (DFS)
over the role played by its private banking business, including its
Clariden Leu subsidiary, in helping Americans hide assets off-

shore. A person familiar with the plea allowed: ‘As part of the
pact, DFS will receive $715 million (U.S.) from the settlement.
Three Credit Suisse employees who were previously indicted
for the tax evasion scheme will also be formally terminated from
the bank.’ Credit Suisse will also install a monitor person, determined by DFS, to review the past misconduct and recommend
remedial measures.
It is the first time in a generation that a major global financial institution has pleaded guilty. Japan’s Daiwa Bank pleaded guilty
in 1995 to hiding a $1.1 billion (U.S.) loss from regulators, which
led to a sale three months later of its U.S. operations. Moreover,
it far exceeds the $780 million (U.S.) fine paid in 2009 by UBS
for helping American citizens evade taxes.
• Front Page Headline, Financial Times – “European Banks Face
Restricted Debt Issuance. The European Banking Authority
(EBA) is concerned about the issuance of bank debt to their own
retail customers, amid fears that such investors do not recognize
risks posed by some fixed income assets, which could be bailedin – i.e. converted into equity – if the bank’s capital fell too low
or it faced bankruptcy. Over the past few months, banks have
rushed to issue larger amounts of debt which can be bailed-in,
as they attempt to strengthen their capital positions. According
to European Union (EU) officials, the EBA is considering issuing
a public warning to customers about the perils of certain types
of bank debt. It could also set forth guidelines on the subject, or
request a mandate from the European Commission (EC) to take
further action. Possible next steps would include banning the
promotion of certain products to retail customers, demanding
upfront disclosures of the lack of deposit protection, or requiring

Monday May 19th, 2014

angrily to the indictment citing: ‘It is a fact known to all that U.S.
institutions have long been involved in large-scale and organized cyber theft, as well as wiretapping and surveillance activities against foreign political leaders, companies and individuals.’

individuals to sign off they are aware deposit guarantees don’t
cover their investments.”
•

Front Page Headline, Financial Times – “U.S. to Charge Chinese with Cyberspying. U.S. Attorney General Eric Holder announced the U.S. Department of Justice (DOJ) has filed criminal charges against five Chinese military officers, alleging they
hacked into the computer systems of five American companies
and a labour union in order to steal trade secrets. Specifically, the DOJ stated that a unit of the Peoples Liberation Army
(PLA) in Shanghai had targeted Alcoa, Allegheny Technologies,
SolarWorld, U.S. Steel and Westinghouse Electric; as well as
the United Steelworker’s Union. Attorney General Holder elaborated: ‘An FBI investigation traced the hacking back to a single
building in Shanghai which houses the PLA’s 61398 Unit, long
alleged to be the source of hacking of targets abroad. These
represent the first ever charges against known state actors for
infiltrating American commercial targets by cyber means. The
alleged hacking appears to have been conducted for no reason
other than to advantage state-owned companies and other interests in China, at the expense of businesses here in the United
States.’ Qin Gang, a Chinese government spokesman, reacted

Source: Financial Times

TUESDAY, MAY 20TH
•
Front Page Headline, Bloomberg News – “China Suspends
Cybersecurity Cooperation Following U.S. Spying Charges.
China’s Foreign Ministry termed the U.S. actions: ‘a serious violation of the basic norms of international relations … because
America is the biggest attacker of China’s cyberspace,’ while
China’s State Internet Information Office likened the U.S. move
to a thief yelling: Catch the Thief. A Chinese /American cybersecurity cooperation group was established last year when U.S.
Secretary of State John Kerry visited Beijing and the two sides
attempted to restore cooperative ties which had been plagued
by mutual accusations of cyber espionage. However, by launching the indictment the Obama administration is drawing a distinction between government surveillance for national security
and the theft of commercial secrets of private companies.”
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Foreign Ministry spokesman Hong Lei speaks at a press briefing
in Beijing. Source: AP
• Front Page Headline, Bloomberg News – “New Cold War May
Emerge Over Ukraine: Medvedev. In a Bloomberg Television
interview, Russian Prime Minister Dmitry Medvedev warned:
‘Russia is being gradually forced into a new cold war with the
U.S. and its allies, who are using economic warfare reminiscent
of the Soviet Union under Leonid Brezhnev. However, Russia
has prepared a raft of retaliatory steps in response to potentially
wider sanctions imposed by the United States and the European
Union (EU).’ While Mr. Medvedev didn’t reveal any details of
Russia’s potential steps, he described the punitive measures as
a double-edged sword: ‘We are slowly but surely moving toward
a second cold war, which no one needs. We haven’t especially
commented on sanctions or responded to them harshly, however, we could do something unpleasant or offensive to those
countries that are introducing these sanctions. Personally, I
blame U.S. President Barack Obama for displaying a lack of political tact regarding the Ukrainian situation.” See the chart on
the following page from Zero Hedge

•

Front Page Headline, Bloomberg News – “Governor Christie
Slashes New Jersey Pension Payments. In order to reduce the
State’s budget deficit, in a press release to reporters in Trenton,
New Jersey Governor Chris Christie announced he’ll reverse
course on promised pension contributions for this year and next
year, after revenue fell short of his projection of $875 million
(U.S.). Gov. Christie stated this year’s pension payment will be
$696 million (U.S.), less than half the $1.58 billion (U.S.) he had
previously announced. For fiscal 2015, Gov. Christie anticipates
a $681 million (U.S.) pension payment, less than one-third of the
record $2.25 billion (U.S.) he had previously proposed. According to Moody’s Investors Service, New Jersey has $2.6 billion
(U.S.) of tax and revenue anticipation notes (TRAN) maturing
on June 26th., with a required amount of 75% set aside by June
12th. Baye Larsen, a senior analyst at Moody’s, reported yesterday: ‘We expect the current revenue shortfall will stress the
State’s operational cash flow. However, the TRAN payment is
supported by the executive authority to cut appropriations.’ Gov.
Christie had signed a law which bound him to make extra pension payments through 2018, after a decade of expanding benefits and missed payments left the system underfunded by $52
billion (U.S.). With six weeks left in the 2014 fiscal year, Christie
stated ‘only pension costs accrued on our watch by active employees will be covered.’
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WEDNESDAY, MAY 21ST
•

Front Page Headline, Bloomberg News – “Putin Tilts to Asia with
$400 billion (U.S.) Chinese Gas Agreement. After more than a
decade of negotiations, Russia’s $400 billion (U.S.) 30-year deal
to supply natural gas to China is tilting the world’s largest energy
exporter toward Asia … as sanctions imposed by the U.S. and
European Union (EU) batter the Russian economy. The increasing western alienation makes trade with China – the country’s
largest trading partner – even more important. Over the past
decade, reciprocal trade volume has surged sevenfold to about
$94 billion (U.S.) last year. Bobo Lo, an analyst at the Chatham
House research group in London, noted: ‘While Russia can
manage poor relations with the U.S and the EU; simultaneously,
it can’t also manage an uncertain relationship with China.”

An employee approaches a bitumen processor at the Moscow OAO
Gazprom Neft Oil Refinery. Photo source: Bloomberg

THURSDAY, MAY 22ND
•

Job seekers assemble outside a Choice Career Fair in midtown
Manhattan N.Y. Source:
Bloomberg News
•

The National Association of Realtors reports U.S. existing home
sales rose by 1.3% in April to a 4.65 million annual pace, citing
the number of homes listed for sale increased by 16.8% and
continuing affordable mortgage rates.

•

Statistics Canada reports the nation’s retail sales declined by
0.1% in March to $41.07 billion (CAD) – citing lower automobile
and clothing sales – and following an upwardly revised report of
$41.11 billion (CAD) for February.

•

HSBC Holdings Plc and Markit Economics report their purchasing managers’ index (PMI) for China’s manufacturing sector rose
to a preliminary reading of 49.7 in May, from a final reading of
48.1 in April. The index remained below the economic expansion / contraction line of 50. Xu Gao, an economist at Everbright
Securities in Beijing, commented: “It’s still too early to conclude
that a quick rebound is occurring within the Chinese economy,
since funds available for projects on the ground remain tight and
property value weakness persists.”

The Labor Department reports U.S. initial claims for state unemployment benefits increased by 28,000 to 326,000 in the week
ended May 17th. Continuing claims declined by 13,000 to 2.65
million in the week ended May 10th. while the unemployment
rate among people eligible to receive benefits remained unchanged at 2%. According to Federal Open Market Committee
(FOMC) minutes of its April 29-30 meetings released yesterday,
Fed policy makers concluded: “Conditions in the labor market
continued to improve over the inter-meeting period and participants generally expected further gradual improvement.”

Robots operate on the welding line at a Beijing Hyundai Motor
plant. Source: Bloomberg
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•

•

•

The New York-based Conference Board reports its U.S. index of
leading economic indicators (LEI) – a measure of the outlook for
the next three to six months – rose by 0.4% in April, following an
upwardly revised 1% gain in March. Kenneth Kim, an economist
at Stone and McCarthy Research in Princeton, New Jersey, observed: “It’s a slow, uneven economic recovery with still modest
GDP growth.”
Front Page Headline, Globe and Mail – “Moody’s Issues Debt
Warnings to Canadian Provinces. In a new report, Moody’s Investors Service warns: ‘Most Canadian provinces maintained
their credit ratings and stable outlook through the financial crisis and subsequent slow economic recovery, but Alberta and
British Columbia are alone in maintaining a ‘AAA’ credit rating.
However, the continued accumulation of debt and the difficulty
of returning to balanced budgets is increasing negative credit
pressure for some provinces. With populations aging in many
provinces, health care will continue to be an expense that we
will monitor carefully in terms of the pressure which it applies to
fiscal outcomes.’ Presently at 237.7%, Ontario boasts the highest debt-to-GDP ratio among the ten provinces, with Quebec a
distant second at 189.5%. The Province of Alberta registers the
lowest ratio at 31.9%.”
London-based Markit Economics reports its composite Purchasing Managers’ Index (PMI) for the European Monetary Union
(EMU) edged lower to a reading of 53.9 in May, following a level
of 54 in April.

Closing Levels for Friday, May 23rd.

FRIDAY, MAY 23RD
•

Front Page Headline, Wall Street Journal – “S&P Upgrades
Spain’s Sovereign Debt Credit Rating. Standard & Poor’s
upgrades Spain’s credit rating by one level to BBB/A-2 from
BBB/A-3 with a stable outlook, citing: ‘improving economic
growth prospects and competitiveness, as a result of Spain’s
structural reform efforts since 2010, including the 2012 labour
reforms … A gradual recovery in employment would contribute
to improving Spain’s fiscal position and stem the increase of bad
debts in the banking system … However, the still very high debt
levels in the economy will probably lead to an extended period
of relatively subdued domestic demand, as both companies and
households attempt to reduce leverage. Should the inflation
rate remain at the extremely low levels of the last six months
for extended periods, the deleveraging process might take even
longer.”

•

The Commerce Department reports U.S. new single-family
home sales rose by 6.4% in April to a seasonally adjusted annual pace of 433,000 units, following a revised 6.9% decline in
March.

•

Statistics Canada reports the nation’s consumer price index
(CPI) rose by 2% in April on a year-over-year basis, the highest
rate in 2 years, while the core rate – excluding food and energy
– increased by an annual 1.4% rate.

Weekly Change

Dow Jones Industrial Average

16,606.27

+ 114.96 points

Spot Gold Bullion

$1,291.70 (U.S.)

– $1.70 per oz.

S&P / TSX Composite

14,708.10

+ 193.36 points

10 – Year U.S. Treasury Yield

2.53%

+ 1 basis point

Canadian Dollar

92.00 cents (U.S.)

– 0.11 cent

U.S. Dollar Index Future

80.354

+ 0.306 cent

WTI Crude Oil Futures

$104.35 (U.S.)

+ $2.33 per barrel
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