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The Finance Ministry reports Japan’s gross domestic
product (GDP) contracted by 1.9% in the 3rd. quarter, previously reported as a decline of 1.6%, citing
a deeper drop in business investment. Taro Saito,
director of economic research at NLI Research
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Institute in Tokyo, commented: “Today’s GDP report reveals a
fairly bleak picture of Japan’s economy. While we are going to
see an economic recovery, it will only be a gradual one. A weakening yen should provide a boost to manufacturers and those
benefits will filter through a wide range of industries.”

Employees work on the halogen light production line at the Royal Philips NV automotive lighting factory in Aachen, Germany.
Photo source: Bloomberg News
•

The General Administration of Customs in Beijing reports China’s trade surplus soared to a record high $54.47 billion (U.S.)
in November, citing a decline in the cost of imports led by crude
oil and other commodities. In a note to clients, Louis Kuijs, chief
economist at the Royal Bank of Scotland Group in Hong Kong,
stated: “China’s record trade surplus will pose fundamental pressures on the Chinese yuan towards appreciation against the
U.S. dollar.”

•

Statistics Canada reports the nation’s building permits rose by
0.7% in October, following a revised gain of 12.5% in September. Non-residential construction permits increased by 2.4%,
led by the industrial and institutional components. The residential sector edged lower by 0.4%, led by multi-family dwellings.

Japan’s Prime Minister Shinzo Abe waves to crowd following an
election rally in Tokyo. Photo source: Bloomberg
•

The Economy Ministry in Berlin reports German industrial production, adjusted for seasonal swings, rose by only 0.2% in October, following an upwardly revised gain of 1.1% in September.
Stefan Muetze, an economist at Heleba in Frankfurt, noted: ‘The
pace of German industrial production is modest and considering
the euro area’s economic weakness, it will likely remain so for
quite some time.’
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•

Canada Mortgage and Housing Corp. (CMHC) reports the nation’s housing starts rose by 6.5% in November to a seasonally adjusted annual pace of 195,620 units, following a rate of
183,659 units in October; led by multiple unit projects in urban
areas in B.C., Quebec, Ontario and Atlantic Canada.

TUESDAY, DECEMBER 9TH
•

•

Front Page Headline, MarketWatch News – “Fitch Places Japan’s ‘A’ (High) Credit Rating on Rating Watch Negative. In a
press release, Fitch Ratings warned: ‘The delayed sales tax increase – previously scheduled for October 2015 – implies it will
be almost impossible for the Japanese government to achieve
its stated objective of reducing the primary budget deficit to
3.3% of gross domestic product (GDP) by the fiscal year ending
March 31, 2016.’
Front Page Headline, National Post – “Ontario Auditor General
Issues Warning about Province’s Growing Debt. In her annual
report released today, Ontario Auditor General Bonnie Lysyk
cautioned that despite the Province’s work to eliminate its annual deficit, Ontario’s rising total debt outstanding could pose a
number of serious challenges for its finances in the future. Ms.
Lysyk warned: ‘While Ontario’s government has pledged to eliminate its current $12.5 billion (CAD) deficit by the fiscal year ending in 2018, by then the Province’s total debt will have soared to
$325 billion (CAD); more than double the $156.6 billion (CAD) of
a decade ago … The negative implications of a large debt load
include debt servicing costs diverting funding away from other
government programs, greater vulnerability to increases in bond
yields and potential credit rating downgrades which could lead to
a higher cost of borrowing in the future.
The government now spends more on debt servicing costs than
it does on post-secondary education and those interest costs
are growing. Our commentary on Ontario’s increasing debt appears to have attracted little public attention. We believe one
reason for this is primarily because of the focus placed on first
eliminating Ontario’s annual deficit. Ultimately, the question of
how much debt the Province should carry and the strategies
that would be used by the government to pay down its debt are
one of government policy. However, this should not prevent the
government from providing information which promotes further
understanding of the issue. Specifically, we are recommending
that the government provide more information on how it plans
to achieve its target of reducing its debt-to-GDP ratio to its prerecession level of 27%.”

Ontario Auditor General Bonnie Lysyk.
Photo source: Canadian Press
•

Front Page Headline, Zero Hedge – “PBOC Tries to Pop Equity
Bubble. Researcher Tyler Durden writes: Unlike the U.S. Federal Reserve – which openly encourages speculative wealth creation/redistribution and has never seen an equity bubble that it
didn’t believe was contained – by its actions today, the People’s
Bank of China appears to be concerned that its corporate bond
market and stock markets have become somewhat overheated,
as speculative money poured into the nation’s capital markets
on hints of further easing forthcoming in monetary policy. In a
show of force, the PBOC has considerably tightened collateral
rules on short-term loans and repos … Accordingly, in an announcement following Monday’s market close, the China Securities Depository and Clearing Corp. (CSDC) stated that effective
immediately, only corporate bonds with the high ratings of ‘AAA’
and ‘AA’ could be used for bond repo business transactions.
Given that in excess of one trillion yuan of outstanding corporate
bonds are now deposited at the CSDC, analysts estimate that
about 500 billion yuan of the bonds will be excluded from the
repo business beginning immediately. Zhou Hao, a Shanghaibased economist at Australia and New Zealand Banking Corp.
warned: ‘Since lower rated bonds can no longer be used for repurchases on the exchange, this will force many financial institutions to deleverage. When there’s a liquidity issue, all bonds
tend to be sold off. Dealers and traders want to grab liquidity first
today, since they don’t know what will happen tomorrow.’
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•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 3,000 to a seasonally adjusted
294,000 in the week ended December 6th., while continuing
claims increased by 142,000 to 2.51 million in the week ended
November 29th.

•

Front Page Headline, Wall Street Journal – “House of Representatives Passes $1.1 Trillion (U.S.) Spending Bill. Overcoming
opposition from both sides of the aisle, the bill passed on a 219216 vote less than three hours before the government’s funding
expired, following hours of closed door meetings. The Senate
is expected to pass the longer term spending bill, but the timing remained unclear. To prevent even a brief shutdown, both
chambers were expected to pass a two-day stopgap spending
measure Thursday night … The $1.1 trillion (U.S.) spending bill,
negotiated by a bipartisan group, will fund most of the government through September 2015 but the Homeland Security Department only through February 2015.

WEDNESDAY, DECEMBER 10TH
•

Front Page Headline, Globe and Mail – “Canada’s Housing Market Overvalued by 10% to 30%: BOC. In his semi-annual statement outlining potential threats to the Canadian financial system, Bank of Canada Governor Stephen Poloz acknowledged:
Some of the nation’s financial vulnerabilities appear to be edging
higher. These include a growing appetite for subprime mortgages and auto loans, fueled by a sustained low level of interest
rates.
The bank is also concerned about a minority of Canadians who
have excessively high debt levels. Forty per cent of all the
household debt in the country is held by borrowers with a total
debt-to-income ratio above 250%. However, the risk of adverse
shocks to Canada’s financial system – possibly including a spike
in global interest rates or a re-emergence of the European debt
crisis – are lower now than six months ago, leaving the overall
stability risk roughly the same as in June.”

•

The U.S. Department of the Treasury reports America’s deficit
narrowed to $56.8 billion (U.S.) in November, citing higher tax
receipts and lower government benefit payments. At Longwave
Analytics, we note that the above notwithstanding, America’s
national debt level has recently surpassed the $18 trillion (U.S.)
mark; that’s $18,000,000,000,000 (U.S.).

THURSDAY, DECEMBER 11TH
•

The Commerce Department reports U.S. retail sales – excluding automobiles, gasoline, building material and food services
– increased by 0.6% in November, following a gain of 0.5% in
October. Tom Porcelli, chief economist at RBC Capital Markets
in New York, commented: ‘This was a constructive retail sales
number as we approach the holiday season. Consumers are
definitely carrying some momentum into the year end.’

House Speaker John Boehner (c) on his way to the House
chamber. Source: Getty Images
•

Front Page Headline, Wall Street Journal – “New Jersey’s
Pension System in Dire Straits. According to Thomas Healey,
Chairman of the New Jersey Pension and Health Benefit Study
Commission, he is faced with a daunting task to remedy New
Jersey’s pension system, which is underfunded by about $90 billion (U.S.). Mr. Healey elaborates: ‘The solution mandated payments which Governor Christie didn’t make. That’s one reason
why the problem is getting worse. Every day that the system is
not funded, the problem just gets bigger. Assuredly, the state
has failed its citizens by not funding it.’ In 2011, Governor Christie struck an agreement with the Democrats to pay more into the
pension system in exchange for concessions from unions. In
June of that year, Gov. Christie said he would forgo $2.4 billion
(U.S.) over the next two years as he tried to close a budget gap;
a move which infuriated the Democrats and unions. According
to a state report, New Jersey’s required contribution was $3.7
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Mr. Healey is expected to submit a blueprint in the coming weeks
that outlines a range of solutions, which could include switching state workers to a 401 (k)-style retirement plan, which many
companies use, instead of a defined benefit plan that promises
specific payments. The report will show that the system is in
even worse shape than when Gov. Christie took office in 2010.
Mr. Healey stated: ‘It will make proposals which are painful but
fair, since everyone must make sacrifices to solve the problem.’
Changing New Jersey’s pension system, which has been underfunded by governors of both political parties for more than a
decade, has been a signature issue for Mr. Christie, who has his
eye on a 2016 bid for the American presidency.’ Good luck on
that front, Gov. Christie. See also, Economic Winter, The Pension Debacle – October 17, 2014.

billion (U.S.), however, it paid out only about $700 million (U.S.).
At stake are the pensions and benefits of some 250,000 employees in the system.

•

Front Page Headline, New York Times – “CIA Director Defends
Use of Interrogation Tactics.

New Jersey Governor Chris Christie (right).
Photo source: Associated Press

CIA Director John Brennan.
Photo source: Getty Images
In a press conference held at C.I.A. headquarters, John Brennan, director of the Central Intelligence Agency, strongly defended C.I.A. officers who carried out brutal interrogation tactics against Al Qaeda suspects, describing agency interrogators
as patriots and admonishing only those who went outside the
bounds of Justice Department rules. Mr. Brennan challenged
the conclusions of an excoriating report by the Senate Intelligence Committee which concluded the agency’s detention program had yielded little valuable information and that the C.I.A.
repeatedly misled the White House and Congress about the efficacy of the program. Mr. Brennan stated: ‘The C.I.A. detention program has value, even if it is unknowable whether useful
intelligence was obtained as a direct result of brutal interrogation
methods.’ Unlike U.S. President Obama, Mr. Brennan pointedly
refused to say that the interrogation methods – including waterboarding and shackling prisoners in painful positions in locked
coffin-like boxes – amounted to torture.
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Mr. Brennan’s characterization of the program today was in contrast to the remarks he made in 2009 while serving as President
Obama’s top counter-terrorism adviser, when he stated: ‘Such
interrogation methods lead us astray from our ideals as a nation. Tactics such as waterboarding are not in keeping with our
values as Americans.’ Asked today about those comments, Mr.
Brennan said he stood by them. Mr. Brennan is in a different
role today, leading a C.I.A. workforce which still comprises hundreds of officers who were involved in the detention and interrogation program. Mr. Brennan was unstinting in his praise of the
C.I.A.’s response after the September 11, 2001 attacks, even
while agreeing with the conclusions of the Senate Intelligence
Committee that the agency was ill-prepared for its new role as
a jailer and conducted poor oversight of the program during its
early years. Although Mr. Brennan acknowledged the C.I.A. was
out of the interrogation business, he offered no assurances that
anything prevented the government from authorizing the same
techniques in the face of another crisis, stating: ‘I defer to the
policy makers in future times.’
While Mr. Brennan acknowledged that hard work went into the
Senate report – which took five years to complete and involved
the examination of millions of documents – he criticized the
investigation as: ‘flawed, partisan and frustrating’ while noting
numerous disagreements with the report’s damning conclusions
about the C.I.A. now defunct prison program. Mr. Brennan’s
position about the efficacy of the interrogation techniques was
an attempt to thread a needle between Senate Democrats –
who have argued that the brutal techniques played little role in
disrupting significant terror plots, or hunting down leaders of Al
Qaeda like Osama bin Laden – and former C.I.A. officials, who
during a fiery counterattack to the Senate report have said that
waterboarding and other interrogation methods were central to
counter-terrorism successes since 2001. As Mr. Brennan noted:
‘We have not concluded that it was the use of enhanced interrogation techniques (EITs) within that program which allowed us
to obtain useful information from detainees subjected to them.
The cause and effect relationship between the use of EITs and
useful information subsequently provided by the detainee is, in
my view, unknowable.’
Meanwhile, White House Press Secretary Josh Earnest, in labelling Mr. Brennan a patriot, stated: ‘The president retains full
confidence in his CIA director.’ In his remarks, Mr. Brennan acknowledged: ‘In a limited number of cases, C.I.A. officers had
used interrogation methods which had not been authorized, were
abhorrent and rightly should be repudiated by all. However, the
overwhelming majority of officers involved in the program carried out their responsibilities faithfully and in accordance with the

legal and policy guidance with which they were provided.’ Some
of the most shocking examples contained in the Senate Intelligence Committee report involved C.I.A. interrogations which
were within the wide boundaries established by the Department
of Justice.” At Longwave Analytics, we hear Mr. Brennan not
only, contradicting himself, but also, unable to clearly discern
what may constitute torture. So, the interrogation guidelines
provided by the Department of Justice, while obviously much
too broad in scope, were likely neither queried, nor questioned
by C.I.A. Director Brennan at that time.
•

Front Page Headline, Business Insider – “American Households
See Net Worth Tumble by $141 Billion (U.S.) in Q3. Chartist
Tyler Durden notes: ‘After rising for eleven consecutive quarters
on the heels of a QE inflated monetary policy, the chart below
explains more about Black Friday than the 231,000 new jobs
created in November. If the Federal Reserve decides to initiate
a QE 4, we can kiss goodbye to the U.S. dollar and welcome
gold and silver.”

Source: Bloomberg

FRIDAY, DECEMBER 12TH
•

Front Page Headline, MarketWatch News – Fitch Downgrades
France’s Sovereign Credit Rating. Citing the lack of material improvement in the outlook for France’s budget deficit, Fitch Ratings downgraded France’s sovereign credit rating to ‘AA’ with a
stable outlook from ‘AA’ (High) with a negative outlook. Fitch
noted: The French government now projects its budget deficit
will be 4.4% of gross domestic product (GDP) in 2014 and 4.1%
in 2015, which represents no improvement in 2013’s level of
4.1%. In effect, France has postponed its commitment to meet
the headline European Union (EU) fiscal deficit threshold of 3%
of GDP from 2015 through 2017.”

•

The Thomson Reuters /University of Michigan group reports their
U.S. consumer sentiment index rose to a preliminary reading of
93.8 in December, following a final level of 88.8 in November.
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•

•

The Labor Department reports the U.S. producer price index
(PPI) rose by 0.2% in November, citing the biggest drop in energy costs in more than a year. Ryan Sweet, an economist at
Moody’s Analytics in West Chester, Pa. observed: ‘Pipeline inflation pressures are weakening which isn’t surprising given the
sharp drop in energy costs, while the strong U.S. dollar continues to exert downward pressure. We are going to see the PPI
stay low.’

•

Canada Mortgage and Housing Corp. (CMHC) announces it will
lay off more than 10% of its employees as part of a major corporate reorganization plan. In a statement released by CMHC
spokesman Charles Sauriol, the government housing finance
agency declared: ‘The goal of the organizational design process
is to build a better CMHC. This meant reviewing all the activities
we perform in various regions and at the national office, to determine … administrative efficiencies in the federal social housing
portfolio, the rationalization of the delivery of research and information dissemination and the elimination of export promotion
activities. Our new organizational structure will result in more
efficient processes and will equip our employees for continued
success and progress.”

•

The Teranet / National Bank House Price Index – which measures price changes for repeat sales of single family homes in
Canada – revealed house prices declined by 0.3% in November, but remained 5.2% higher on a year-over-year basis. Mazen Issa, a strategist at TD Securities, commented: ‘The data
showed a necessary breather in this year’s acceleration in existing house prices. However, we do not foresee a protracted
period of lower house prices, with mortgage rates mired near
historic lows and no indication from the Bank of Canada to use
monetary policy to reduce excesses in the housing market. The
more likely path for Canadian house prices in 2015 is to grind
higher yet again.’

The National Bureau of Statistics in Beijing reports China’s factory output rose by 7.2% in November, following a level of 7.7%
ortgage rates mired near historic lows and no indication from the
Bank of Canada to use monetary policy to reduce excesses in
the housing market. The more likely path for Canadian house
prices in 2015 is to grind higher yet again.’

CLOSING LEVELS FOR FRIDAY, DECEMBER 12TH.

WEEKLY CHANGE

Dow Jones Industrial Average

17,280.83

– 677.96 points

Spot Gold Bullion

$1,222.50 (U.S.)

+ $32.10 per troy oz.

Spot Silver

$17.05 (U.S.)

+ $0.75 per troy oz.

S&P / TSX Composite

13,731.05

– 742.65 points

10 –Year U.S. Treasury Yield

2.08%

– 23 basis points

Canadian Dollar

86.42 cents (U.S.)

– 1.05 cents

U.S. Dollar Index Future

88.375

– 0.980 cent

WTI Crude Oil Futures

$57.81 (U.S.)

– $8.03 per barrel

DJIA / Gold Ratio

14.136

– 0.95 point

Gold / Silver Ratio

71.70

– 1.33 points
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