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UNDERSTANDING THE LONGWAVE ECONOMIC AND FINANCIAL CYCLE

THAT WAS THE WEEK THAT WAS
Monday, March 9th
Front Page Headline, CBO Revises Fiscal 2015 Federal Deficit Estimate to $486 Billion (U.S.). The nonpartisan Congressional Budget Office has raised its
fiscal 2015 budget deficit estimate for the U.S. federal government by $18 billion (U.S.), citing higher
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spending for student loans, Medicare and Medicaid. The new
estimate for the fiscal year ending September 30th. is slightly
higher than the $483 billion (U.S.) deficit recorded for fiscal
2014. Separately, the U.S. Congress must reset the national
debt limit to about $18.15 trillion (U.S.) – according to the National Debt Clock – by March 15th. thereby, suspending it again
to a later date.

•

The Cabinet Office reports Japan’s gross domestic product
(GDP) was downwardly revised to an annual expansion rate
of 1.5% in the 4th. quarter of 2014 from a preliminary estimate
of 2.2% growth. Japanese government officials cited that it remains to be seen whether businesses will increase production in
response to the decline in inventories.

•

Canada Mortgage and Housing Corp. (CMHC) reports the nation’s housing starts declined by 16% in February to an annualized 156,276 units – the lowest level since July 2009 – following an annual pace of 187,025 in January. Starts fell in eight
of the ten provinces, driven by a 25% drop in construction of
new urban multi-residential units, which declined to 86,204 from
115,123 in January. Robert Kavcic, an economist at the Bank
of Montreal, commented: ‘The oil price shock has yet to be fully
revealed in these data. However, if recent trends in the resale
market are any guide, starts in the oil producing provinces will be
heading lower through 2015.’

•

The Statistics Office reports German exports declined by a seasonally adjusted 2.1% in January, causing the nation’s trade
surplus to narrow to 19.7 billion euros from a revised surplus of
21.6 billion euros in December. Stefan Kipar, an economist at
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BayernLB, noted: ‘The prospects for German shipments abroad
remain bright, since the weak euro should boost exports. The
low oil price is also supporting the economies of many of Germany’s trading partners, which should ultimately benefit German
exporters as well.’
•

Front Page Headline, Daily Telegraph U.K. – “How the World Became Addicted to Debt. According to the McKinsey Global Institute, global public debt has grown by $27 trillion (U.S.) since the
financial crisis gripped the world eight years ago. By and large,
the story of the world economy has been one of emerging markets increasing their debt loads, while the developed world has
struggled to reduce the debts it amassed in the wake of banking
bailouts and years of stagnant economic growth. The Bank for
International Settlements (BIS) calculates government debt in
G7 countries has grown by 40 percentage points to 120% of
GDP since 2007. See below.

Not one developed economy has managed to reduce its debt-toGDP ratio which includes both household debt and government
debt. Taken together, this debt mountain has increased by $57
trillion (U.S.) since 2007, far outpacing global GDP growth. The
explosion in public debt levels has occurred as countries have
been unable to inflate away their liabilities. Instead, a global disinflationary spiral has amplified the amount of money countries
owe and the interest they pay to service these debts.”

TUESDAY, MARCH 10TH
•

The Commerce Department reports U.S. wholesale business
sales declined by 3.1% in January, following a 0.9% decline in
December; while inventories rose by 0.3% in January after being
unchanged in December.

•

The National Bureau of Statistics reports China’s producer price
index (PPI) declined by 4.8% in February, the biggest drop since
October 2009, citing lower prices for global commodities, in particular energy. Separately, China’s statistics bureau reported the
nation’s consumer price index (CPI) rose by 1.4% in January, citing higher prices for fruit and vegetables. In a research note to
clients, Nomura economists observed: “We still see disinflationary pressures in the Chinese economy, so we continue to expect
that the inflation rate will remain relatively low.”

WEDNESDAY, MARCH 11TH
•

The National Bureau of Statistics reports China’s factory production increased by 6.8% in the January/February period on
a year-over-year basis. Retail sales advanced by 10.7%, while
fixed asset investment rose by 13.9%. Liu Li-Gang, chief economist at Australia and New Zealand Banking Group, commented:
“The mix of real indicators for economic activity suggests the effects of the easy monetary policy have remained limited to date.
Further easing, or even targeted fiscal stimulus, is needed in
order to arrest the downside risk.”

•

Front Page Headline, Jubilee Debt Campaign – “At Least 90%
of Greek Bailout Has Reimbursed Reckless Lenders. Recent
analysis of IMF figures by the Jubilee Debt Campaign reveal
since 2010, the International Monetary Fund, European governments and the European Central Bank (ECB) have loaned 252
billion euros to Greece. Over the same period, 232.9 billion has
been spent on debt repayments, bailing out Greek banks and
paying ‘sweeteners’ to speculators, in order to convince them to
accept the 2012 debt restructuring agreement … In 2010, virtually all Greek government debt was owed to private entities such
as banks. Today, 78% is owed to the public sector, primarily to
people, not only in other euro zone countries, but also, throughout the world via the IMF’s loans.
Tim Jones, an economist at the Jubilee Debt Campaign, commented: ‘European and Greek banks have been bailed out,
whilst a debt has been left with the Greek people. This is the
same unjust response to a financial crisis as happened across
much of the developing world in the 1980s and 1990s. Debt
needs to be cancelled and we need a new process for dealing
with debt crises so that lenders do not continue to be bailed out,
leaving the cost with the public and incentivizing more reckless
lending and turmoil.
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Six Key Points about Greece’s Debt
1. European banks were bailed out, but not the people of Greece
2. In 2010, it was clear that the Troika program wouldn’t solve
the Greek debt problem
3. Syriza’s proposals have a clear precedent based on the London Conference of 1953.
4. The 2012 private creditor write-down was a flawed solution
5. If Greece defaults, it will not have to leave the Euro
6. The way the world deals with debt crises is not working
•

Front Page Headline, Daily Telegraph U.K. – “Greece Demands
Nazi WWII Reparations and German Assets Seizures. Greece’s
Prime Minister Alexis Tsipras has demanded that Germany repay more than 160 billion euros in World War II reparations, as
his country is squeezed by creditors to overhaul its economy
in return for vital bailout funds. In an emotive address to his
parliament, Alexis Tsipras stated: ‘Our government has a duty
to history, to the people who fought and to the victims who gave
their lives to defeat Nazism.’ The Leftist government maintains
it is owed more than 162 billion euros – nearly half the value of
its total public debt – for the destruction wrought during the Nazi
occupation of Greece. Yesterday, during a parliamentary debate about the creation of a reparations committee, Mr. Tsipras
pledged: ‘The government will work in order to fully honour its
obligations. However, it will work simultaneously to seek that all
of the unfulfilled obligations to Greece and the Greek
people are met.’

Source Highcharts
The rhetoric unfolds as Athens prepares to open its books to its
lender in a bid to release 7.2 billion euros in bailout funds which
Greece desperately needs to remain afloat. Within the next
few days, inspection teams from the European Central Bank,
International Monetary Fund and the European Commission –
who have now been officially renamed the ‘Brussels Group,’ are
scheduled to examine Greece’s finances and begin the technical work regarding the terms of the bailout extension. Athens is
scrambling to repay 1.3 billion euros of loans from the IMF prior
to the end of March.”

THURSDAY, MARCH 12TH
•

Greece’s demand for reparations centres on a war loan of 476
million Reich marks that the Greek central bank was forced to
make to the Nazis. Athens is also calling for wider compensation for the destruction and suffering caused by the occupation.
In a television interview, Greece’s Justice Minister Nikos Paraskevopoulos warned he was willing to support a Greek Supreme
Court ruling which would lead to the foreclosure of German assets in Greece. When asked about the latest Greek demands,
Martin Jaeger, a spokesman for the German Finance Ministry,
dismissed the threats: ‘We will not be conducting any talks or
negotiations with the Greek side. Making these emotional and
backward-looking allegations doesn’t help in the context of the
work we need to tackle together with the Greeks.’ After Greece
had kept Mussolini’s Italian army at bay for months, the German
army subdued Greek resistance in a matter of weeks in 1941.
The occupation that followed saw more than 40,000 civilians
starved to death in Athens. Germany maintains that it has paid
up all of its reparations to Greece in an accord agreed upon in
1960.

The Commerce Department reports U.S. retail sales declined
by 0.6% in February, following a drop of 0.8% in January, citing snowy, cold weather in the latter half of the month was a
main factor. The chart below depicts year-over-year percentage
growth in U.S. retail and food services sales (red) against yearover-year change in non-farm payrolls (blue).

Sources: Bureau of Economic Analysis and Bureau of Labor
Statistics
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•

The U.S. Department of the Treasury reports the nation’s federal government deficit declined slightly to $192 billion (U.S.) in
February, compared with $194 billion (U.S.) in February 2014.
To date, the federal government’s budget shortfall for the current
fiscal year ending September 30th. totals $387 billion (U.S.).

•

The Labor Department reports U.S. initial claims for state unemployment benefits declined by 36,000 to a seasonally adjusted
289,000 in the week ended March 7th. while continuing claims
fell by 5,000 to 2.42 million in the week ended February 28th.

•

Statistics Canada reports the ratio of the nation’s household debt
– loans, mortgages and credit cards – to disposable income rose
to a record 163.3% in the 4th. quarter of 2014, up from 162.7%
in the 3rd. quarter. This represents the third consecutive quarter
in which household debt growth outpaced disposable income
growth. In a research note, Royal Bank of Canada economist
Laura Cooper observed: “A period of softer income growth
alongside an upward trend in household credit accumulation will
likely keep the debt-to-income ratio elevated during the coming
quarters and as a result, the warnings stemming from elevated
debt balances – with household indebtedness remaining the key
vulnerability to the financial system – are unlikely to subside.”

already evident in the 4th. quarter of 2014. Higher consumer
and business spending in the U.S. caused imports to increase
while exports grew only modestly. The wider trade gap reduced
a huge 1.15% from GDP growth in the fourth quarter. Survey
respondents believe the trade imbalance will remain an obstacle
at least through the first half of the year. A 55% majority of forecasters cited the stronger U.S. dollar as the main reason for the
widening trade gap, since it makes American-made goods more
expensive in the global marketplace. The average forecast of
economists in the March survey projects the continuing widening in the net export deficit will reduce the GDP by 0.2 % in the
current quarter and by 0.4% in the second quarter.”

Shipping containers stacked at the Port of Los Angeles during a
labor dispute now over. Source: Associated Press
•

Front Page Headline, Business Insider – “Commerzbank Will
Pay $1.45 Billion (U.S.) Fine to American Regulators.

•

•

Front Page Headline, Wall Street Journal – “Survey Sees Dollar Strength, Global Economic Weakness Restraining U.S. GDP
Growth. According to the WSJ’s March survey … a panel of 63
economists – not all of whom answered every question – forecast inflation adjusted U.S. gross domestic product to register
a modest 2.3% annual growth rate in the current quarter, little
changed from the 2.2% pace of the 4th. quarter of 2014. However, they expect the economy will grow at a 3% pace in the 2nd.
quarter and by 2.9% for all of 2015 … Simultaneously, stronger
domestic demand is contributing to a wider U.S. trade deficit,

Source: Associated Foreign Press
German financial services firm Commerzbank will pay $1.45 billion (U.S.) in fines after it was caught processing thousands of
transactions funneling billions of U.S. dollars from sanctioned
entities. Benjamin Lawsky, superintendent of New York’s Department of Financial Services, disclosed: ‘Bank employees
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helped facilitate transactions for sanctioned clients such as Iran
and Sudan and a company engaged in accounting fraud.’ Some
bank employees have been fired as a result of the enquiry and
fines, after tinkering with internal oversight measures and ignoring compliance staff … The bank will pay varying fines to The
New York Department for Financial Services (DFS), U.S. Department of Justice, the Federal Reserve and other investigators. For months, rumours and reports had lingered that Commerzbank would face disciplinary action from U.S. regulators.
A statement from DFS noted that employees abroad felt that
New York compliance staff were simply crying wolf, but did not
specifically identify which Commerzbank employees. Bank staff
also allowed for more than a decade, Olympus Corp. – a Japanese medical device company which was sued last year by six
banks for massive fraud – to perpetuate its fraud through Commerzbank’s private banking business in Singapore. Additionally,
Commerzbank is required to fire numerous employees who U.S.
regulators said were responsible for the fraud. This includes executives working in international business, financial institutions,
currency and liquidity management and fraud …Some personnel altered the bank’s transaction monitoring system to generate
fewer red flag alerts, something that Mr. Lawsky noted: ‘highlights a potential broader problem in the banking industry.’ Mr.
Lawsky, who has been sounding the alarm about risk monitoring and regulatory compliance, stated: ‘Prior investigations have
uncovered millions of potential red flag transactions, all at one
bank.”

FRIDAY, MARCH 13TH
•

The Labor Department reports the U.S. producer price index
(PPI) declined by a seasonally adjusted 0.5% in February. In a
note to clients, Ian Shepherdson, chief economist at Pantheon
Macroeconomics, observed: “The strong U.S. dollar is forcing
lower prices onto American manufacturers and will continue to
do so for some time yet.”

•

The Reuters/University of Michigan group reports their preliminary consumer sentiment index for March declined to a reading
of 91.2 from a level of 95.4 in February. Richard Curtin, chief
economist at Michigan’s Survey of Consumers, noted: “Consumer optimism fell in early March among middle-income and
lower-income households. Their concerns mainly involved reduced incomes and higher utility costs; as well as disruptions to
shopping and businesses due to the harsh winter weather.

•

Front Page Headline, Wall Street Journal – “U.S. National Debt
Limit Drama Returns to Political Stage. The U.S. Department
of the Treasury is taking preliminary steps to extend the length
of time before breaching the federal borrowing limit, which technically will be reached on Sunday, when a congressionally imposed suspension expires.

Independent budget analysts estimate the Treasury will be able
to use extraordinary measures, such as halting certain pension investments, to continue borrowing money until October
or November. This time, there are two dynamics which could
complicate the debt ceiling talks. Now in charge of Congress,
Republicans are deeply divided over raising the borrowing limit.
Senior Republicans have pledged to increase the debt ceiling
without threatening a default, but they will likely face a revolt
from some conservatives who view such a move as politically
toxic. Meanwhile, the negotiating window could extend into this
autumn when lawmakers in Congress also must approve a federal budget … U.S. President Obama and officials throughout
his administration, pointing to their long standing position, repeat they won’t negotiate on budget or policy changes in exchange for an increase in the debt limit. … Raising the debt ceiling doesn’t approve more spending by the federal government.
Instead, it allows the government to borrow to pay debts which
it has already incurred. Debt limit increases were mostly previously routine until recent years.
Conservative lawmakers, worried about rising debt levels, have
used the increase measure as a pressure point to push for
spending discipline. In 2011, Standard & Poor’s (S&P) downgraded the U.S. ‘AAA’ sovereign credit rating – for the first time
ever – to ‘AA’ (High), after Treasury came within days of being unable to pay certain benefits such as Social Security. In
2013, the U.S. government endured a 16-day shutdown that
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ended with a bill which extended the debt limit until February
2014. So, on Monday, March 15th. Congress will reset the debt
limit to reflect the amount of new debt added since the previous
limit of $17.2 trillion (U.S.), likely to be $18.15 trillion (U.S.) or,
$18,150,000,000,000 (U.S.).
•

Statistics Canada reports the nation lost 1,000 net jobs in February, following a strong gain of 35,000 the previous month. However, the negligible decline helped push the official unemployment rate up to 6.8% from 6.6% in January.

•

Front Page Headline, GoldMoney – “An Austrian View on Inflation. Researcher Alasdair Macleod writes: We know that today’s macroeconomists are very confused about inflation, if only
because despite all experience they think they can print money
and increase bank credit with a view to generating price inflation
at a controlled 2% rate. Admittedly, most of them will acknowledge there is more hope than reality about the control aspect.
Economic policy should be based upon more than just hope.
Therefore, it is timely to see what the Austrian School had to say
on the matter, but first we should define inflation: to the Austrians
it is an increase in the quantity of money and credit. Inflation is
not defined as rising prices.
This is the long-run result of inflation in the quantity of money and
bank credit. Common jargon confuses the effect for the cause.
The economist who best defined the inflation relationship was
Ludwig Von Mises. He lived in Vienna during the Austrian hyperinflation of 1921-23, so he saw the problem at first hand, both as
a resident and as a practicing economist. Eventually, the Austrian government succeeded in taming its hyperinflation beast,
approximately ten months before the German papiermark finally
collapsed. What is interesting and rarely commented upon is
that German economists saw the collapse of their currency being played out in advance in Austria. Therefore, they knew with
great certainty what was ahead of them, yet they were still powerless to stop Germany’s currency collapse.

•

The Canadian Real Estate Association (CREA) reports the nation’s house prices rose by 6.3% on a year-over-year basis to a
record average of $431,812 (CAD) in February. Gregory Klump,
chief economist at the CREA, observed: “All it takes is a pullback
in sales in Toronto and Vancouver – not price – and that will affect the national average price. Once greater Toronto and greater Vancouver are removed, the average national sales price in
February adjusts to $326,910 (CAD), an increase of only 1.5%
on a year-over-year basis.” Also, CREA has updated its forecast
for house prices, citing: “After factoring in the impact of declining
oil prices, we foresee house prices declining by 1.1% this year,
while house prices will increase by 2% in 2016.”

Plus ca change. Von Mises described the effect on prices from
monetary inflation as undergoing two distinct phases, between
which I insert an extra interim phase. The beginning of the inflow of additional money makes the prices of some commodities
and services rise; other prices increase later. Generally, people
do not expect most prices to rise and even think they might fall.
This describes the situation today with economists more worried about deflation and people conserving cash and deposits.
However, there is already high inflation in some assets excluded
from inflation statistics, but driven by the expansion of money
and bank credit nonetheless. This is followed by an interim period when price increases become more widespread and people
begin to shift their preferences from holding money towards buying goods whose prices they no longer expect to decline. Popular opinion fails to link rising prices to an earlier increase in the
quantity of money. It is thought to be a temporary phenomenon,
the result of other factors such as economic recovery and supply bottlenecks. As price increases gather pace, governments
blame speculation and profiteering and they introduce price controls which inevitably leads to shortages of many basic goods.
Finally, we enter Von Mises’ second phase when the population realizes that money is losing purchasing power and they
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Gold Prices

increasingly dump it for goods as rapidly as possible. This is the
flight out of money and into goods, the katastrophenhausse, or
crack-up boom. Once the currency enters this phase, the currency is doomed.
The currency-price relationship in most countries today is in the
first phase, which can last for many years. So far, more than
seven years elapsed since the Lehman crisis led to the initial
burst of exceptionally high monetary inflation, more than the
five years – from the November 1918 to November 1923 – in
Germany. The next two phases can be very short in duration.
The second phase may be skipped altogether in a major banking and currency crisis, if it is catastrophic enough to collapse
the currency as well as the banks. The duration of the third
phase is mostly a function of how quickly a population adjusts
to the reality that paper currency is becoming worthless, despite
all attempts by its government to maintain the contrary as the
truth. The electronic money of today can collapse more rapidly
than a currency which is physically printed into oblivion such
as Germany’s papiermark; so a modern flight to goods faces
no physical impediment from the currency side. The American
economist Murray Rothbard, who continued the Austrian economic tradition in the United States, concluded that if a central
bank funds the government directly, the consequences would be
wildly price inflationary. More or less, this is what quantitative
easing (QE) does funding government debt indirectly by buying
it from the banks.
Meanwhile, major central banks have set 2% price inflation as
sort of a River Rubicon. When it is exceeded, which it will be
given the enormous scale of global QE; we will enter the second phase. Preferences will then shift from owning pumped-up
quantities of money and inflated bank deposits towards owning
relatively scarce goods stocked on a just-in-time basis. The increase in interest rates required to prevent and control too much
money chasing too few goods will have to be both anticipatory
and large; increases likely to bankrupt governments and wipe
out swathes of private sector businesses. Unless this nettle
is grasped very firmly and quickly, the purchasing power of affected currencies will rapidly collapse as they enter Von Mises’
third phase. Thus, the success of monetary policy in achieving
its inflation target will itself trigger a crisis. The dynamics of the
situation suggest that as soon as the consensus view moves
away from expectations of deflation, the progression to the collapse of affected currencies could be very rapid. When this happens, don’t be surprised if macroeconomists are taken wholly by
surprise, even though the Austrians have already explained it.

Today the price of gold continues to weaken, consistent with
the major economies being in the first of Von Mises’ phases. If
prices measured in U.S. dollars are expected to decline, that
includes gold. However, the first warning that phases two and
three are within sight will be a persistent and unexpected increase in the price of gold, even as interest rates are raised by
the central banks. The media will doubtless ascribe this development to mine closures, technical positions in the market, or
Asian demand. All of these may be valid contributory factors,
but they miss the point that the price of gold bullion primarily discounts its future purchasing power relative to the currencies by
which it is measured. Moreover, if the swing from price deflation
to price inflation is as rapid as Austrian economic theory suggests, the increase in the currency price of gold will be sudden
and spectacular.”
•

Front Page Headline, Financial Post – “The Unspoken Currency War Threatens To Be a Silent Killer in World Markets. In
a report to clients, David Woo, a research analyst at Bank of
America Merrill Lynch in New York, warned: ‘There is a growing consensus in the marketplace that an unspoken currency
war has broken out. The reason why this is a war is that it is
ultimately a zero-sum game; i.e. someone gains only because
someone else will lose. This year to date, more than a dozen
central banks have injected additional stimulus into their domestic economies, while for most of the last two years the G20 has
formally committed to refrain from targeting exchange rates for
competitive purposes. This war is one of stealth and its fallout is already roiling financial markets in a way undetected by
most. By measuring the volatility of currencies over a 26-week
period, I estimate the U.S. dollar has been swinging by about
20% against both the yen and the euro. Over the past 15 years
it was only higher following the collapse of Lehman Brothers in
2008 … It is these fluctuations that are threatening to undermine
the global economy more than some realize. A weak currency
might provide a short-term boost to the countries engaging in
currency devaluation. However, if everyone is playing the same
game, all we will end up with is more and higher FX volatility. In
turn, this will likely exact a toll on global trade and capital flows.’
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CLOSING LEVELS FOR FRIDAY, MARCH 13 TH.

WEEKLY CHANGE

Dow Jones Industrial Average

17,749.31

– 107.47 points

Spot Gold Bullion

$1,152.40 (U.S.)

– $11.90 per troy oz.

Spot Silver

$15.61 (U.S.)

– $ 0.25 per troy oz.

S&P / TSX Composite

14,731.50

– 221.0 points

10 – Year U.S. Treasury Yield

2.11%

– 13 basis points

Canadian Dollar

78.19 (U.S.)

– 1.11 cents

U.S. Dollar Index Future

100.25

+ 2.553 cents

WTI Crude Oil Futures

$44.84 (U.S.)

– $4.77 per barrel

DJIA / Gold Ratio

15.402

+ 0.065 point

Gold / Silver Ratio

73.825

+ 0.414 point
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