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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, June 29th
The National Association of Realtors (NAR) reports
the U.S. pending home sales index rose by 0.9%
in May to a reading of 112.6, the highest level since
April 2006. A home sale is listed as pending after

MONDAY, JUNE 29TH
the contract has been signed, but the transaction has not yet
closed. Home sales are usually finalized within two months of
the signing date.
•

Front Page Headline, Bloomberg – “Greece Imposes Capital
Controls. One week ahead of a national referendum, the Greek
government has closed the country’s banks and imposed capital
controls, in an attempt to avert the collapse of its financial system. The control measures will limit daily cash withdrawals to
60 euros ($66 U.S.) and ban payments and transfers abroad.
Hans Redeker, chief currency strategist at Morgan Stanley, commented: ‘A Greek exit (Grexit) from the European Union (EU)
has become our base case, which means the risk premiums for
holding European assets are going to increase. The European
Central Bank (ECB) must act against that.’

•

In its annual report, the Basel, Switzerland – based Bank for
International Settlements (BIS) claims that central banks have
backed themselves into a corner after repeatedly lowering administered interest rates in attempts to stimulate their economies. Claudio Borio, director of the BIS monetary and economic
department, warned: “Persistent exceptionally low administered
interested rates reflect the central banks’ and market participants’ response to the unusually weak post-financial crisis recovery, as they fumble in the dark in search of new certainties.
Rather than just reflecting the current economic weakness,
central banks may have partly contributed to it by fueling costly
financial booms and busts and delaying adjustment. The result is too much debt, too little economic growth and too low
administered interest rates which have now been so low for so
long that central banks are ill equipped to fight the next financial
crisis. In some jurisdictions, monetary policy is already testing
its outer limits, to the point of stretching the boundaries of the
unthinkable.”
In rejecting the theory of so-termed secular stagnation, BIS General Manager Jaime Caruana commented: “Extraordinarily low
administered interest rates are not a new equilibrium. True, there
may be secular forces which put downward pressure on equilibrium interest rates, but we argue that the current configuration
of very low administered interest rates is neither inevitable, nor
does it represent a new equilibrium. Administered interest rate
hikes should be welcomed, since global economies have begun
to grow at levels close to their historical averages and a slump
in oil prices has provided the global economy with a boost. The
threat of a new bust in advanced economies is a main risk, since
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reassessment of sovereign credit risk.

many are reaching the top of the economic cycle. The economies worst hit by the last financial crisis are now suffering the
costs of persistent ultra-low administered interest rates, which
could inflict serious damage on the financial system; sapping
banks and weakening their balance sheets, thus their ability to
lend. The current turmoil in Greece typifies the kind of toxic mix
of private and public debt being used as a solution for economic
problems, rather than making the proper commitment to badly
needed structural reforms.”
•

Front Page Headline, GoldMoney – “The Euro Crisis. Researcher Alasdair Macleod writes: Make no mistake, the Greek crisis is
a euro crisis which threatens the solvency of the European Central Bank (ECB) itself , therefore the confidence in the currency
… Last weekend, it became clear that Greece is heading for
both a default on its government debt, as well as a failure of its
banking system. With the benefit of hindsight it appears that the
Greek government was unwilling to pretend that it was insolvent
and extend its financial support as if it was. The other euro zone
finance ministers and the troika were not prepared to accept this
reality. There is no immediate benefit to be derived from debating why. What matters now are the economic and financial
consequences which are basically two: the euro zone’s banking
system is very fragile and cannot easily absorb any sovereign
default shocks, plus the ECB itself now requires refinancing.
The losses the ECB faces from Greece alone amount to about
double its equity capital and reserves. The emergency liquidity
assistance (ELA) owed by Greece to the ECB totals some 89
billion euros and the TARGET2 balance owed by the Bank of
Greece to the other euro zone central banks is another 100.3 billion euros, which at the end of the day is the ECB’s liability. The
total from these two liabilities on their own is roughly double the
ECB’s equity and reserves, which total only 98.5 billion euros.
Given the likely collapse of the Greek banking system and the
government’s default on its debt, we can assume that any collateral held against these loans, as well as any Greek bonds held by
the ECB outright, are more or less worthless. The ECB has two
courses of action. Either it continues to support Greece in order
to avoid crystallizing its own losses, or it recapitalizes itself with
a call upon its shareholders. The former appears to have been
ruled out by last weekend’s events. For the latter, a rights issue
looks challenging to say the least, because not all the European
Union (EU) member central banks are in a position to contribute.
Instead, it is likely that some sort of qualifying perpetual bond
will be issued, for which there could be ready subscribers. How
this is handled is crucial because there is considerable danger
to the ECB from the instability of the whole euro zone banking
system, which is highly levered and extremely vulnerable to any

If one believes that the Greek crisis has no implications for Italy,
Spain, Portugal, or even France, you will rest easy. Surely, this
is how the ECB would like to represent the situation. However,
if one suspects that the collapse of the Greek banking system,
plus its sovereign default, together with a related effect in derivative markets, have important implications for euro-denominated
bond markets, you will probably run for the hills. The latter being the case, highly levered euro zone banks are likely to face
difficulties and they will affect the ECB’s own holdings of all
bonds, both owned outright and held as collateral against loans
to vulnerable banks. In short, the ECB’s balance sheet, which is
heavily dependent upon euro zone bond prices not collapsing,
is itself extremely vulnerable to the related effects from Greece.
As the situation becomes clear to financial markets, the euro’s
legitimacy as a currency may be questioned, given that it is no
more than an artificial construct in circulation for only thirteen
years. In conclusion, the upsetting of the Greek applecart risks
destabilizing the euro itself and a sub-par exchange rate to the
U.S. dollar beckons.

TUESDAY, JUNE 30TH
•

Front Page Headline, MarketWatch News – “Fitch Ratings
Downgrades Greece’s Sovereign Credit Rating to CC. Fitch
stated: ‘Noting the breakdown of the negotiations between the
Greek government and its creditors, we cite this has significantly
increased the risk that Greece will not be able to honour its debt
obligations in the coming months, including to sovereign bondholders in the private sector. Accordingly, we believe that a default is now probable.’

•

Statistics Canada reports the nation’s gross domestic product
(GDP) edged lower by 0.1% in April, the fourth consecutive
monthly decline, citing sharply lower oil prices, delays in manufacturing production and factory maintenance closures. In a
research note, Canadian Imperial Bank of Commerce (CIBC)
economist Andrew Grantham cited: “To date this year we are yet
to see the positives that should be offsetting the weakness in
the energy sector. Lower gasoline prices are doing little to spur
retail spending while the Canadian dollar is not having a positive
impact on the manufacturing sector.”
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•

The Standard & Poor’s / Case-Shiller group reports its 20 U.S.
city home price index rose by 4.9% in April on a year-over-year
basis, approximating the same annual pace as in March. The
Case-Shiller index covers roughly half of American homes. It
measures home prices compared with those in January 2000
and creates a three-month moving average. David Berson,
chief economist at Nationwide Insurance, observed: “These
home price gains are probably sustainable. They are not so
rapid as to generate concerns that people won’t be able to afford
to purchase the average home.”

•

The New York-based Conference Board reports its consumer
confidence index rose to a reading of 101.4 in June, following
a level of 94.6 in May and is17.4% higher on a year-over-year
basis. Jim Baird, chief investment officer at Plante Moran Financial Advisors, commented: “After a brief setback, consumer confidence seems to be surging anew. Continued improvement in
labor market conditions and income growth should help to sustain an optimistic mood and fuel growth in consumer spending.”

WEDNESDAY, JULY 1ST
Canada Day Holiday
•

The Commerce Department reports U.S. construction spending
rose by 0.8% in May to a seasonally adjusted annual pace of
$1.04 trillion (U.S.).

•

The Tempe, Arizona-based Institute for Supply Management
(ISM) reports its U.S. manufacturing index rose to a reading of
53.5 in June, following a level of 52.8 in May. The new orders
index, which tends to lead the headline number, edged higher
to a reading of 56.0 from 55.8 in May. Readings above the 50
mark indicate more companies are expanding in activity rather
than contracting.

•

The ADP Research Institute / Moody’s Analytics group reports
U.S. private companies added 237,000 positions to their payrolls in June. The services sector again dominated the picture
with 225,000 hires – up from 192,000 in May – while goods producing firms contributed a net of 12,000. Small businesses with
fewer than 50 employees represented the strongest number of
hires with 120,000 and medium-sized businesses with fewer
than 500 employees contributed 86,000 jobs; while large firms
added 32,000 workers. May private payroll gains were upwardly
revised to 203,000 from a previously reported 201,000. In a
research note, Mark Zandi, Moody’s chief economist, observed:
“The U.S. labor market remains in high gear. The current robust
pace of job growth is double that which is required to absorb the
growth in the working age population.”
ADP Private Sector Jobs
Month-to-month increase in U.S. non-farm private sector employment
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•

Markit Economics reports its U.S. manufacturing purchasing
managers’ index (PMI) edged higher to a final June reading of
53.6, following a preliminary level of 53.4, but the index still remained at its lowest level since October 2013.

•

Front Page Headline, Daily Telegraph U.K. – “Europe Has Suffered a Reputation Catastrophe in Greece. From Athens, International Business Editor Ambrose Evans-Pritchard writes: Oxi
Day has totemic significance in Greece. It commemorates the
defiant Greek ‘No’ to Mussolini’s ultimatum in October 1940 and
the heroic acceptance of war against a vastly bigger military machine. It is the same word that will top the balance sheet when
Greeks vote in a snap referendum next Sunday on creditor demands, while Greek Prime Minister Alexis Tsipras is shy about
evoking the same spirit of wartime resistance. His speech to the
nation this evening was peppered with talk of ultimate. Mr. Tsipras accused ‘extreme right-wing circles’ of forcing the closure
of Greek banks and the imposition of capital controls through
liquidity asphyxiation. He lashed out at ‘authoritarians’ in charge
of the International Monetary Fund (IMF) and European Union
(EU) institutions. Mr. Tsipras spoke of attempts to blackmail the
Greek people. Moreover, he vowed to campaign against the
creditor package – which, strictly speaking, is no longer on offer
– deeming it the ‘destruction of Europe.’
Where this will take him and Greece is anybody’s guess. The
latest Efimerida Syntakton poll shows the ‘No’ side leading by
54% against 33% for ‘Yes’. However, that lead – if it really exists
– may evaporate as the ghastly consequences of financial collapse become clearer by the day. Distraught pensioners have
been gathering in small, tense crowds outside banks trying to
withdraw their weekly allowance of 120 euros and many have
not been paid. A throng of veterans protested outside the finance ministry this morning, denouncing the EU ‘dictatorship’
and Mr. Tsipras with equal fury. Ambulances in parts of northern
Greece have run out of fuel. The Greek Chamber of Commerce
warns of ‘serious shortages’ of basic goods and pharmaceutical
supplies within days. The radical Left Syriza government is skating on very thin ice. If Europe’s creditor powers have succeeded
in bringing Greece to its knees, they have paid a fearful price
themselves. As Pyrrhus stated after the battle of Asculum: ‘Another such victory and we will be utterly ruined.’ We can already
see that the EU itself has suffered a reputation catastrophe on
several fronts. This is of far greater importance in the sweep of
events than daily twists and turns taking place in Athens.
It has brought about a state of affairs where a member of its own
euro zone family has become the first developed country in history to default to the IMF. Let us be clear about what this means.

The currency union itself is delinquent. The rich countries of
northern Europe are refusing to pay African, Asian and Latin
American states. Blaming the situation on Greece alone does
not wash. The euro zone has shown itself unable to manage its
basic moral responsibilities. Russian President Vladimir Putin
could hardly resist his own wicked dig, professing ‘great concern’ over the EU’s vanishing credibility. This default is doubly
shameful given that the original IMF-Troika loan in 2010 was not
intended to save Greece. The extra debt was imposed on an
already bankrupt Greek state to buy time for the euro, against
Greek interests. Leaked documents leave no doubt that the
real purpose was to save the monetary union and the European
banking system – and to avert a ‘Euro-Lehman’, in the IMF’s
own words – at a time when the euro zone had no defenses
against contagion. Worse, the bitter showdown has made brutally explicit what many have long suspected, i.e. when push
comes to shove in Euroland, sovereign democracies count for
naught.
Perhaps, the European Central Bank (ECB) is not the chief villain
in the latest chapter. It is in an impossible position. Yet citizens
across Europe can see with their own eyes that the ECB has
been rationing emergency liquidity (ELA) for a prostrate country
as a tool of political pressure and that it forced the Syriza Party
to take the drastic step of closing the banks by freezing ELA at
89 billion euros. It is an odd spectacle to watch a central bank
with a treaty duty to uphold financial stability, make the deliberate decision to precipitate the collapse of banks which it regulates. However, the deeper point is that the insane construction
of the euro – a naked currency union without fiscal and political foundations – must inevitably tend to authoritarian monetary
dystopia in the end. However, it is too soon to conclude that
Syriza will buckle to creditor demands. Certainly, it is difficult
to read the real intentions of Mr. Tsipras. His defiant stand this
evening is starkly at odds with the letter he sent to EU officials
earlier in the day and to the IMF on Tuesday that seemed, at
first blush, to make big concessions; but nothing is ever what it
seems to be in this weird drama.
‘Those who say we have a secret plan for Greece to exit the euro
are lying,’ he swore, with an impressively straight face. Mr. Tsipras denied that a ‘No’ vote implies Grexit – though the leaders of
France, Germany and Italy say it means exactly that – knowing
that few Greeks are yet willing to take such a drastic step. Yet
one might suspect – and I have not made up my mind – that
he and Syriza’s inner circle concluded last April that they could
not do business with a European Monetary Union (EMU) regime
which acts solely as the enforcement arm for the creditors.
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P.M. Alexis Tsipras addresses the Greek nation Wednesday
evening.
They may have concluded that demands for further fiscal contraction were economic lunacy – a view shared by the Nobel
fraternity and the U.S. Department of the Treasury – and that
no serious debt relief was on the table; therefore, they would do
better to default and restore a Greek sovereign currency. If so,
they cannot admit it. They must make it appear that the decision
was forced upon them, just as France’s Leon Blum had to tell
white lies in order to free his country from the Gold Standard in
1936. Syriza officials are fully aware that the likely consequence
of a ‘No’ vote would be a parallel currency – or IOUs—along with
the nationalization of the banks along the lines of the ‘Icelandic
Model.’ Syriza’s Left Platform has already drawn up plans along
these lines. Variants almost certainly exist within the Greek finance ministry.
Such action implies a return to the drachma in short order. The
Greeks would continue to insist that the country remains a member of the euro with full legal rights, blaming the creditors and EU
bodies for acting illegally. Only by doing so could they ensure
that the full losses from Grexit fall on the ECB and the EMU
bailout funds; while the assets of Greek citizens remain legally
protected in foreign accounts, free to return later to rebuild a
new banking system. If one were of a suspicious mind, one
might wonder whether Mr. Tsipras has not in fact lured European
leaders and officials into a legal trap and that they have fallen
for the bait.”

THURSDAY, JULY 2ND
•

The Labor Department reports U.S. non-farm payrolls increased
by 223,000 in June, following a downwardly revised 254,000 in
May; while the official unemployment rate edged lower to 5.3%
from 5.4% in May. Meanwhile, the workforce participation rate
– which indicates the share of the working-age population in the
labor force – declined to 62.6% in June, the lowest level since
October 1977.

•

The Labor Department reports U.S. initial claims for state unemployment benefits increased by 10,000 to a seasonally adjusted
281,000 in the week ended June 27th. while continuing claims
rose by 15,000 to 2.3 million in the week ended June 20th. In
a research note, JP Morgan Economist David Silver observed:
“Even with the latest increase in initial claims, the trend in the
data remains consistent with a relatively low level of job layoffs.”

•

Front Page Headline, New York Times – “Greece Needs Additional Debt Relief: IMF. In a new report, the International Monetary Fund harshly criticized the way Greek Prime Minister Alexis
Tsipras’ government has managed the country since taking office last January. The IMF has calculated that Greece needs an
additional 50 billion euros ($56 billion U.S.) in debt relief. The
IMF stated: ‘Coming on top of the very high existing debt, these
new financing requirements render the debt dynamics to be unsustainable. If the 2012 bailout program had been implemented
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as assumed, no further debt relief would have been necessary.
At the very least, Greece will need to delay repayment of much
of its debt. More likely, its creditors will need to write off some of
the debt and absorb losses.”
•

The Commerce Department reports U.S. factory orders declined
by 1% in May, following a revised 0.7% drop in April, citing orders for transportation equipment fell by 6.5%, while orders for
electrical equipment, appliances and components declined by
2.8%.

Robotic arms spot welds on the chassis of a Ford Transit Van
under assembly at the Ford Claycomo Assembly Plant in Claycomo, Missouri. Source: Reuters’ files

FRIDAY, JULY 3RD
Independence Day Holiday in the United States of America
•

Front Page Headline, GoldMoney – “Greece’s Referendum.
Researcher Alasdair Macleod writes: This Sunday Greece will
hold its referendum. As the foreign press initially reported it, the
question to be asked is not about leaving the European Union
(EU). Rather, it is about accepting or rejecting the Troika’s bailout terms. Greece’s Finance Minister Yanis Varoufakis is making this distinction clear to voters in the few days remaining. As
if to ram the point home, Greece was reported earlier this week
to be considering taking out an injunction at the European Court
of Justice to block attempts to expel Greece from the euro on the
grounds that there is no mechanism to do so. While there is in
the Lisbon Treaty, that needs Greece’s approval, which amounts
to the same thing. Indeed, in a blog written over a year ago,
then economist Yaris Varoufakis wrote: ‘In short, the answer to
a German ‘Go Jump’ can be ‘We shall not jump, rather we shall
stay rock solid within the euro zone and behind our demand for
a debt conference. Just watch us.’ Today, Mr. Varoufakis is
ensuring his prediction will come to pass.

Behind the press reports, there is also a common, dangerous
assumption, which is Greece would be better off out of the euro
with its own currency, which it can devalue at will. This is not
what Varoufakis seeks. He is not naive enough to think that
a new drachma is a panacea. The truth is simpler: Greece is
drowning in debt and needs to negotiate at least a partial default;
a point that Mr. Varoufakis has made quite frequently. Unfortunately, in the minds of the euro zone establishment, for which I
assume Germany is the main creditor nation, a negotiated default cannot be permitted: it’s the red line. Give in to Greece
and then there is Portugal, Italy, Spain and eventually France all
demanding similar forgiveness. Euro zone banks, while reasonably free of Greek debt, are heavily invested in the sovereign
debt issues of these other nations and cannot take haircuts on
them without going under. Not only would that undermine the
euro zone, but it could also trigger another global financial crisis.
Furthermore, the Greek government’s spending is exceptionally
high and from a creditor’s viewpoint should be addressed. This
is behind the Troika’s emphasis on radical pension reform which
has already been rejected by Greece’s far-left government.
However, there comes a time when even the most lenient creditor must bite the bullet and face reality. This is what Germany
is now being forced to do. Of course, this is a black and white
argument and reality is usually shades of gray. Normally, politicians seek compromises, so the press is naturally prone to believing that negotiations could be restarted at any time. However,
Germany’s continuing insistence that the law will prevail means
Varoufakis’ point will be addressed, if not via debt compromise,
then through the full pain of the financial rug being pulled. It really would be the end of the paved-with-debt road for Greece.
Paradoxically, the worst outcome for everyone, creditors included, would be for the Greek electorate to accept the Troika’s terms
by voting ‘Yes’ in the referendum. If this happens, Greece’s debt
problem will only be deferred, but not for long. The diversion of
economic resources to service the debt, tightens the screw on
the Greek economy, because the burden of debt escalates as
gross domestic product (GDP) contracts, hastening economic
collapse instead of deferring. The Troika, as instrument for this
financial torture would naturally be judged by the Greek people
to be motivated by difficult reparations; just as France was with
Germany in the wake of the Versailles Treaty of 1919. Follow
this route and the life of the euro zone may be extended for a
year or so, but the political consequences could hasten its destruction. Germany’s red line is very thin indeed.
Instead, a ‘No’ vote should represent an opportunity, in the absence of a post-referendum agreement, for Greece to scrub all
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of its international debt and begin again. Greece will receive no
substantive financial assistance from the EU or financial markets, so the government would be forced to address bloated
government spending itself without resorting to money printing.
At the very least, Greece’s electorate will bear full responsibility
for its own future. While it was easy to deride Mr. Varoufakis as
the game theorist turned finance minister, wholly out of his depth
negotiating with his hard-nosed opposite numbers in the euro
zone, instead history may judge him to have played a poor hand
very well indeed.
•

•

RBC reports its Canadian purchasing managers’ index (PMI) for
the manufacturing sector rose to a reading of 51.3 in June, a
high point for the year to date, although the Provinces of Alberta
and British Columbia continued to lag other regions. Indeed,
the Province of Ontario’s regional index reached a 7-month high
reading of 57.0, up from 55.5 in May. RBC noted: “Ontario was
likely a main beneficiary of rising exports, as lower oil prices
supported U.S. economic growth and weakened the Canadian
dollar.”
Front Page Headline, Financial Times – “Puerto Rico’s Debt Crisis in America’s Backyard. Columnist Gillian Tett writes: Last
Sunday, the island’s government released a long-planned economic report written by Anne Krueger, a former World Bank chief
economist, which declared this unincorporated territory of the
United States to be in a fiscal crisis. As Governor Alejandro Garcia Padilla put it, the island’s $72 billion (U.S.) debts are now ‘not
payable.’ However, instead of sowing widespread fear, Puerto
Rico’s bond prices only wobbled. With Greece in a full-blown financial crisis and China’s stock markets tumbling, Puerto Rico’s
revelation seems almost like a sideshow. Nevertheless, it would
be a mistake to ignore what is happening in Puerto Rico. Professor Krueger’s report highlights two important points. Firstly,
Greece is not the only place grappling with excess debt, poor
governance and opaque finances. Secondly, America, like Europe, sorely needs to become more imaginative, as well as practical, in dealing with excess public sector debt.
The problem bedeviling Puerto Rico is not simply its $72 billion
(U.S.) debt pile; rather it’s the fact that the territory lacks any
obvious mechanism to restructure it. The island could be in for a
choppy period in the municipal debt markets. Other debt-laden
entities, such as the State of Illinois, might soon be caught in the
milieu. To understand this, examine Puerto Rico’s numbers. A
few decades ago, this U.S. territory of 3.5 million people enjoyed
a healthy rate of economic growth, driven by a large American
military presence and tax breaks which attracted mainland businesses. However, since then, the tax breaks have ended and

military budgets have been cut. Output has contracted by about
10% in real terms since 2005.
Normally, this might cause creditors to panic. However, since
global markets have been flush with liquidity and municipal
bonds offer tax breaks for American investors, instead money
has flooded in. This has enabled the government to maintain a
generous welfare state and a governance culture that is at best
inefficient and at worst rife with cronyism. Meanwhile, the debtto-output ratio has soared above 100%; or 150% if unfunded
liabilities such as pensions are included. This pattern is unsustainable. So, Professor Krueger, entirely sensibly, proposes two
initiatives: Puerto Rico must not only implement structural reforms, such as reducing welfare payments and labour costs; but
it also must restructure the debt to a more sustainable basis.
However, as in Greece, it is unclear whether Puerto Rico’s government has the stomach for austerity. Worse still, the island’s
debt structure is staggeringly complex, since its bonds were issued by numerous different entities, with varying types of guarantees. These creditors show no desire to co-ordinate; instead,
they are threatening to sue each other, as well as the island.
Thus, the nightmare scenario which now haunts Puerto Rico is
not so much comparable to Greece, but rather to Argentina: i.e.
years of legal limbo while shut out of the capital markets. Is
there a solution? As Lawrence Summers – a former secretary
of the U.S. Department of the Treasury indicates – in theory, one
resolution would be for the International Monetary Fund (IMF)
to intervene, but it will not, since Puerto Rico is not a sovereign
state. Washington could play an IMF-style role if it so chose,
since Puerto Rico is part of the U.S. federal system. However,
the Obama administration has made it clear that it does not wish
to intervene. That position suggests the least bad remaining option is to find a third party legal referee to oversee an economic
plan that forces the creditors into a compromise. America does
possess one existing model for this: a Chapter 9 framework
which offers bankruptcy protection for public entities. This procedure was used to restructure Detroit’s $18 billion (U.S.) debt
pile and it worked because it focused on restoring city services.
Creditor haircuts were the result of this analysis, but they were
not imposed in order to support a failed system.
However, since Puerto Rico is a U.S. territory and not a city, it is
not allowed to use Chapter 9 without a change in American law.
This seems unlikely to occur soon, since sections of the Republican Party fear that letting Puerto Rico use Chapter 9 would
prompt other American entities, such as the State of Illinois, to
default as well. So, the result is a stalemate. Thankfully, the
situation is not yet serious enough to spark a full-blown financial
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crisis; but piles of unpayable debt have a nasty way of sapping
confidence and economic growth. Rather, to put it another way,
the next time U.S. officials lecture euro zone leaders on their
failure to sort out the Greek debacle, they should take a glance
in their own backyard first; or better still, take some resolute action by reforming their Chapter 9 code.

CLOSING LEVELS FOR FRIDAY JULY 3RD.
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Dow Jones Industrial Average

17,730.11

– 216.57 points

Spot Gold Bullion

$1,165.70 (U.S.)

– $7.50 per troy oz.
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$15.66 (U.S.)
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– 0.087 point
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+ 0.046 point
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