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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, Januar y 12th
Front Page Headline, Financial Times – “Both Greece
and Russia Face Serious Debt Problems. In an op/
ed, Mohamed El-Erian, economic advisor to Allianz,
writes: When does too much debt prove crippling for
economies and markets? Investors and traders have
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a lot to say on this question and are likely to be influential in answering it for Greece and Russia this year; as well as shedding
light on the prospects for several ‘frontier countries’ in Africa,
such as Ghana, Kenya and Nigeria. As both Italy and Japan
have shown, some countries can function for a long time with
lots of debt, as measured by traditional economic and financial
indicators, particularly if the range of maturity dates is not too
onerously loaded in the short term and the private sector has
compensating assets. Matters can become more challenging if
economic growth – the best antidote over time for overcoming
high debt levels – remains persistently stuck at low rates. They
become considerably more complicated when these conditions
are not in place; and even more so if the large debt overhang
discourages inflows of new foreign direct investments which can
help improve gross domestic product (GDP) growth prospects,
rendering economies more vulnerable to non-economic shocks,
be they political or geopolitical. This is the case in Greece today where debt levels are excessive, composition has shifted
to a less flexible form – including large liabilities owed to the
European Central Bank (ECB), the European Union (EU) and
the International Monetary Fund (IMF) – high GDP growth is
still elusive, unemployment remains alarmingly high and adjustment fatigue has set in among the country’s citizens and political class. Moreover, Greece’s calling of an election for January
25th. in which the coalition of the radical left (Syriza) is the frontrunner has renewed concerns about a Greek exit (Grexit) from
the euro zone. Alexis Tsipris, Syriza’s leader, is attempting to
calm such concerns, including by emphasizing that, rather than

pursue Grexit, his focus would be ensuring a moderation in the
euro zone and Germany’s emphasis on austerity. However, investors are understandably spooked by the higher probability
of an event which could involve major changes to the country’s
financial system and exchange rate.

Syriza leader Alexis Tsipras (right).
Source: Reuters
Already, the yield on 5-year Greek government bonds has
soared by 500 basis points in a month to almost 12%. The longer these concerns persist, the greater the possibility that investors will, not only go a buying strike, but also, accelerate their
disposal of Greek financial assets in inevitably illiquid markets.
The resulting financial implications would disrupt the country’s financial relationships and undermine the function of its economy,
making Grexit more likely. A similar challenge faces Russia due
to the impact of sharply lower oil revenues, western sanctions
and currency instability. These threaten the country with a deep
recession, accelerating inflation, capital and import controls and
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capital flight. Unlike Greece, Russia has a substantial foreign
exchange reserve cushion of some $400 billion (U.S.), which
more than covers its sovereign debt. However, this would be
spread too thinly if also used to protect the currency, counter a
severe import compression due to the collapse in energy export
earnings and help corporates make payments on the debt they
have incurred in recent years. The greater the pressure on this
cushion, the bigger the risk that foreign investors will starve the
country of the external capital it needs to adjust in an orderly
manner to the new realities of the global oil markets.
Then there is the case of the frontier markets, where debt has
been on a constant upward trajectory and new bond issuance
last year reached a record $40 billion (U.S.), i.e. 50% above the
2013 level. These low revenue countries have been enticed to
issue by the willingness of private creditors to lend at historically low interest rates; as well as the lack of policy conditionality
which usually accompanies funds from official bilateral and multilateral sources. A more difficult global economic and financial
environment would make these loans more difficult to sustain at
a time when the countries’ developmental needs require support. Fortunately, there is nothing preordained about all this.
There are many historical examples of markets being calmed
by the quick deployment of a comprehensive economic strategy
which promises GDP growth and jobs and one that involves a
credible pledge to respecting existing financial commitments.
However, time is of the essence. The longer it takes for the
policy stance to catch up, the greater the risk that economies
will fall victim to fickle investors, traders and dislocated markets.”
•

Front Page Headline, Business Insider – “By This Measure, the
Stock Market Has Never Been More Expensive. The stock market hasn’t delivered a great start to the New Year. In 2015’s first
full week, the S&P lost ground and today, the price of oil was
crashing again and sending stock prices lower. Still the benchmark index is less than 3% away from all-time highs and according to Jim Paulsen at Wells Capital, using the median price-toearnings ratio, the stock market has never been this expensive.
Published this weekend at Zero Hedge, Paulsen commented:
“As of June 2014, the median U.S. stock was priced at a postwar high of slightly more than 20 times earnings! Similarly, at
about 15 times, the median stock is also currently priced at a
record high relative to cash flow. Finally the median price to
book value ratio has only been higher than it is currently in two
years since 1951; in 1969 and 1998, which were both followed
by significant declines.” The standard price-to-earnings ratio
used by analysts to measure value in the stock market is based
upon the market-cap weighted S&P 500, which is skewed by the
largest companies in the index. By looking at the median price-

to-earnings ratio, Paulsen believes investors get a better sense
of the breadth of overvaluation across stocks. Paulsen writes:
“Rather than an imminent bear market … this overvaluation indicates vunerability.”

TUESDAY, JANUARY 13TH
•

Front Page Headline, Globe and Mail – “British CPI Plunges
to Lowest Level in 14 Years. The Office for National Statistics
(ONS) reports British consumer price inflation declined to an
annual rate of 0.5% in December from 1% in November, citing
disinflationary pressures from the continuing decline in global
crude oil prices; as well as lower electricity and gas bills. Paul
Hollingsworth, an economist at Capital Economics commented:
‘We doubt that the inflation rate has reached its low point yet;
rather, we expect the CPI to reach 0.2% in the coming months
and believe it could even dip into negative territory.’

•

Front Page Headline, Wall Street Journal – “America’s Federal
Deficit $488 billion (U.S.) in 2014/ Down from $560 billion (U.S.)
in 2013. The U.S. Department of the Treasury reports the federal deficit totaled $177 billion (U.S.) in the first three months of the
current fiscal year ending September 30, 2015; compared with a
$173 billion (U.S.) deficit in the same period in the previous fiscal
year. The nonpartisan Congressional Budget Office (CBO) has
projected the federal deficit for 2015 will narrow further, however, the CBO is also projecting the deficit will begin widening in
2016; due to increased spending on Social Security and health
care, reflecting the aging of the population and a rapidly growing
number of baby boomer retirees.
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•

•

•

Front Page Headline, Financial Post – “Suncor Energy Announces 1,000 Job Layoffs. In response to plummeting global
oil prices, Canada’s largest oil company by market value announces it is reducing its work force by 1,000 and cutting $1 billion (CAD) from its capital budget. The Calgary-based oilsands
giant declared the layoffs mainly affect contractors, but will also
include some employee positions. U.S. benchmark crude oil
prices settled at $45.89 (U.S.) per barrel today, less than half
of what they were just six months ago. In a corporate press release, Suncor’s CEO Steve Williams stated: ‘Cost management
has been an ongoing focus, with successful efforts to reduce
both capital and operating costs well underway prior to the decline in oil prices. In today’s low crude oil price environment, it’s
essential that we accelerate this reorganization plan.’
Front Page Headline, Financial Times – “World Bank Cuts Forecast for Global Economic Growth. In its semi-annual Global
Economic Prospects report, the Washington-based World Bank
warns: ‘The global economy is running on the single engine of
the U.S. economy. With so much uncertainty prevalent, the
world needs several engines. Risks to this slow moving global
economic recovery are significant and tilted to the downside.’
The Bank forecasts the world economy will expand by 3% this
year and by 3.3% in 2016. Last June, the Bank’s economists
had predicted global economic growth this year and next to be
3.4% and 3.5%, respectively. The Bank raised its forecast for
gross domestic product (GDP) growth in the U.S. this year to
3.2% from 3%, while slashing its forecast for the euro zone to
1.1% from 1.8%. The Russian economy is now expected to contract by 2.9% this year, while the U.K.’s GDP is expected to grow
by 2.9%.”

Front Page Headline, Business Insider – “Wage Pressures Appear to Be Building in the U.S Job Market. Economists are
increasingly convinced that wages for American workers are
unambiguously on the rise. Today’s National Federation of Independent Business (NFIB) survey of small businesses showed
that an increasing proportion of small business owners are either raising wages, or planning on raising wages over the next
few months. This indicator has been closely tied to actual wage
increases in the past, providing more evidence that wages might
be moving up soon. See chart below.

WEDNESDAY, JANUARY 14TH
•

The Commerce Department reports U.S. retail sales declined
by a seasonally adjusted 0.9% in December, citing plunging oil
prices led to a 6.5% drop in gasoline sales – the largest reversal
since 2008 – and auto sales fell by 0.7%. Sales declined for the
internet market, department stores and retailers that sell clothing, books, sporting goods, electronics, appliances and home
improvement supplies. Also, sales for November were revised
lower to 0.4% from 0.7%; as were October sales to 0.3% from
0.5%.

•

The Bureau of Labor Statistics reports U.S. import prices fell by
2.5% in December, citing a 15.1% drop in fuel prices following
comparable large declines in November and October. Meanwhile, the price of U.S. exports declined by 1.2% in December.

•

Front Page Headline, Business Insider – “If the Stock Market
Closes Higher This Year, It Will Make History. The U.S. stock
market has been higher for the last six consecutive years, but
never has it climbed for seven years in a row. Double Line
Funds’ Jeffrey Gundlach forwarded the chart (see below) which
shows the last time the stock market closed higher for six consecutive years was from 1898 to 1903. Today’s trading activity
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minimum exchange rate. The Swiss economy was able to take
advantage of this phase to adjust to the new situation. Recently,
divergences among the monetary policies of the major currency
areas have increased significantly, a trend that is likely to become even more pronounced. The euro has depreciated considerably against the U.S. dollar and this, in turn, has caused
the Swiss franc to weaken against the U.S. dollar. Under these
circumstances, the SNB concluded that enforcing and maintaining the minimum exchange rate for the Swiss franc against the
euro is no longer justified.”

closed with U.S. stock markets lower across the board with the
Dow Jones Industrial Average down 186.59 points; the S&P 500
down 11.76 points; and the NASDAQ down 22.17 points.”

THURSDAY, JANUARY 15TH
•

The Labor Department reports U.S. initial claims for state unemployment benefits increased by 19,000 to 316,000 in the week
ended January 10th. while continuing claims declined by 51,000
to 2.42 million in the week ended January 3rd.

•

The Federal Statistics Office reports Germany’s gross domestic product (GDP) rose by 1.5% in 2014 – the fastest rate in
three years – compared with a gain of 0.1% in 2013. At a Berlin
press conference, Roderich Egeler. President of the statistics office, noted: “Germany’s GDP has strengthened within a difficult
global economic environment, especially benefitting from strong
domestic demand.”

•

The Federal Reserve Bank of New York reports its Empire State
manufacturing index rose to a reading of 10 in January from a
revised level of minus 1.2 in December. The index covers the
manufacturing sectors of New York, southern Connecticut and
northern New Jersey.

•

Front Page Headline, Bloomberg News – “Swiss National Bank
Removes Minimum Currency Exchange Rate against Euro. In
a press release issued from Zurich, the SNB stated: ‘The minimum exchange rate of 1.20 was introduced during a period of
exceptional overvaluation of the Swiss franc amid an extremely
high level of uncertainty in the financial markets. This exceptional and temporary measure protected the Swiss economy
from serious harm. While the Swiss franc is still high, the overvaluation has declined as a whole since the introduction of the

•

The Labor Department reports the U.S. producer price index
(PPI) fell by a seasonally adjusted 0.3% in December – the biggest decline since October 2011 – following a drop of 0.2% in
November.

•

Front Page Headline, Financial Post – “Missing the Target in
Canada. After only two years following the opening of its first
stores in Canada, Minneapolis-based Target Corp. announced
its Canadian subsidiary has filed for protection from its creditors under the Companies’ Creditors Arrangement Act (CCAA)
in Toronto. The bottom line is 133 stores across the country are
closing by mid-year and 17,600 employees will be out of work.
The cost of the Canadian misadventure to the U.S. parent is
$5.4 billion (CAD). David Soberman, professor of marketing at
the Joseph L. Rotman School of Management at the University
of Toronto, noted: ‘I can’t think of an American retailer that had
a more positive image than Target, even before it was launched
in Canada. If you’re unable to expand into Canada, where can
you?”

A shopper exits a Target store in Toronto.
Source: Canadian Press
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•

•

Front Page Headline, Financial Times – “Schlumberger Announces 9,000 Job Layoffs. In a statement issued on Businesswire, Schlumberger Ltd. – the world’s largest oilfield services
company – stated: ‘In response to lower commodity prices, plus
anticipated lower exploration and production spending this year,
Schlumberger has decided to reduce its overall headcount into
better alignment with anticipated activity levels for 2015. In association with the headcount reduction of approximately 9,000,
Schlumberger has recorded a charge of $296 million (U.S.)
which also includes changes in our seismic unit and a devaluation of Venezuela’s currency.”

FRIDAY, JANUARY 16TH
•

The University of Michigan / Thomson Reuters group reports
their preliminary January consumer sentiment index rose to
a reading of 98.2 – the highest level since 2004 – from a final December reading of 93.6. Ryan Wang, an economist at
HSBC Securities in New York observed: “The main positives for
consumer sentiment have been an improving labor market and
falling gasoline prices. Consumers are benefitting from the increased real disposable income from lower energy prices.”

•

The Federal Reserve reports U.S. factory production rose by
0.3% in December, following a 1.3% gain in November. Michael
Carey, chief economist at Credit Agricole in New York, commented: “The U.S. is really the motor of global economic growth
at the moment. America has the consumer spending tailwinds
emanating from the decline in energy prices.”

Front Page Headline, Financial Times –“Despite Cheaper Oil,
Economic Outlook Is Gloomy: Lagarde.

International Monetary Fund Managing Director Christine Lagarde. Source: Reuters
Speaking at the Council on Foreign Relations in Washington at
a forum: ‘What’s Next for the Global Economy? A Look ahead at
2015’ IMF Managing Director Christine Lagarde stated: ‘The oil
price and U.S. economic growth are not a cure for deep-seated
weaknesses elsewhere. Too many countries are still weighted
down by the legacies of the financial crisis, including high debt
and high unemployment. Too many companies and households
keep cutting back on investment and consumption today because they are concerned about the prospect of low economic
growth in the future.
A few countries, only a few, are driving economic growth. One
is the U.S. where GDP growth is solid, anchored and where we
see 2015 will also be a good year. The other is the U.K. where
clearly economic growth is improving, the deficit has been reduced and the unemployment rate is declining. Certainly, from a
global perspective this is exactly the sort of result that we would
like to see.”

Pickup trucks progress along the assembly line in Dearborn, Mi.
Source: Bloomberg
•

The Labor Department reports the U.S. consumer price index
(CPI) declined by 0.4% in December – the biggest drop since
December 2008 – following a decline of 0.3% in November. For
the calendar year 2014, the CPI rose by 0.8%, the weakest yearover-year increase since October 2009.
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•

The Federal Reserve reports U.S. industrial production – which
measures the output of American manufacturers, utilities and
mines – declined slightly by a seasonally adjusted 0.1% in
December, following a gain of 1.3% in November, citing: “For
the fourth quarter of 2014 as a whole, industrial production advanced at an annual rate of 5.6%, with widespread gains among
the major market and industry groups. Much of the strength in
the mining output of 2.2% reflected increases in oil and gas extraction, but a decline in drilling and well-servicing activity limited
the gains.”

•

Front Page Headline, Business Insider – “U.S. Drilling Rig Count
Declines by Most in Six Years. According to oil driller Baker
Hughes, the number of U.S. gas and oil rigs in use declined by
74 last week to 1,676, the biggest weekly drop since January
2009 … This number has become more closely watched as the
market looks for signs that companies are shuttering production
as a result of the continued drop in oil prices.

CLOSING LEVELS FOR FRIDAY, JANUARY 16TH.

WEEKLY CHANGE

Dow Jones Industrial Average

17,511.57

– 225.80 points

Spot Gold Bullion

$1,276.90 (U.S.)

+ $60.80 per troy oz.

Spot Silver

$17.78 (U.S.)

+ $1.26 per troy oz.

S&P / TSX Composite

14,309.41

– 75.51 points

10 – Year U.S. Treasury Yield

1.84%

– 11 basis points

Canadian Dollar

83.56 cents (U.S.)

– 0.71 cent

U.S. Dollar Index Future

92.645

+ 0.729 cent

WTI Crude Oil Futures

$48.69 (U.S.)

+ $0.33 per barrel

DJIA / Gold Ratio

13.714

– 0.871 point

Gold / Silver Ratio

71.817

– 1.797 points
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