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 THAT WAS THE WEEK THAT WAS
U N D E R S T A N D I N G  T H E  L O N G W A V E  E C O N O M I C  A N D  F I N A N C I A L  C Y C L E

Monday, July 2nd
Front Page Headline, Globe and Mail -  
“GlaxoSmithKline Fined $3 Billion (U. S.). 

Monday, July 2nd Canada Day Holiday

The U.S. Dept. of Justice announces British pharmaceutical 
company GlaxcoSmithKline LLC will pay $3 billion (U.S.) in fines, 
pleading guilty to promoting two popular drugs for unapproved 
uses and for failing to disclose important safety information on 
a third product; in the largest health care fraud settlement in 
American history.  At a news conference, Deputy Attorney Gen-
eral James Cole declared: ‘Let me be clear, we will not tolerate 
health care fraud.  The $3 billion (U.S.) fine represents the larg-
est penalty ever paid by a drug company.  Also, the corporation 
agreed to be monitored by government officials for five years, 
to ensure corporate compliance.’  Assistant Attorney General 
Stuart Delery added: ‘For far too long, we have heard that the 
pharmaceutical industry views these settlements merely as the 
cost of doing business.  That is why this administration is com-
mitted to using every available tool to defeat health care fraud.”   

HSBC reports its final China purchasing managers’ index de-
clined to a reading of 48.2 in June, following a level of 48.4 in 
May

• The Tempe, Arizona-based Institute for Supply Management 
(ISM) reports its U.S. manufacturing index declined to a read-
ing of 49.7 in June – following a level of 53.5 in May – citing the 
size of new orders, production levels and export demand all con-
tracted to multi-year lows.  Neil Dutta, an analyst at Renaissance 
Macro Research LLC in New York commented: “Manufacturing 
is gearing down.  It’s consistent with the idea that while uncer-
tainty is weighing on businesses, Europe is taking a bite out of 
the export sector.”   

The last time there was a worse decline in the ISM new orders index was right after 
September 11/01
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Eurostat, the European Union’s statistics office in Luxembourg, reports the 17-nation EU unemployment rate rose slightly to a record high 
11.1% in May from 11% in April.  Mark Miller, an economist at Capital Economics in London commented: “The overall picture is worrying, 
as problems in the real economy are being compounded by problems in the financial markets.  The tone of business surveys has been 
rather downbeat recently, suggesting that labour market conditions may deteriorate for some time yet.  It’s very difficult to see an immedi-
ate end to this.”

Tuesday, July 3rd

Front Page Headline, MarketWatch News – “IMF Urges U.S. Lawmakers to Remove Fiscal Cliff Risk.  In a new report, the International 
Monetary Fund implores American lawmakers ‘to remove the uncertainty created by the fiscal cliff looming at the year-end. While Ameri-
ca’s gross domestic product (GDP) growth is expected to average 2% in 2012 and 2.25% in 2013, the risks surrounding this (economic) 
forecast are tilted to the downside.  Failure to reach agreement on near-term taxing and spending policies would trigger a severe fiscal 
tightening in 2013, threatening the recovery.”  Wakeup call to the IMF: Congress has already wasted the first half of this year by doing 
nothing.  Expect more of the same at least until the November 6th. elections; for such is the gridlock mindset and polarized stalemate of 
the current American body politic.
     
The Commerce Department reports U.S. factory orders rose by 0.7% in May.  Excluding transportation, new orders rose by 0.4% while 
orders for nondurable goods rose by 0.2%.
 
Front Page Headline, Bloomberg News – “Barclays Three Top Bankers Resign Amid Bank of England Dispute.  Barclays PLC’s top three 
executives resign amid a deepening dispute whether the Bank of England urged Barclays to make artificially low Libor submissions during 
the financial crisis.  Robert Diamond resigns as chief executive officer of Britain’s second largest bank and Gerry Del Missier resigns as 
chief operating officer.  Chairman Marcus Agius will also resign once he has found a replacement for Mr. Diamond, who has worked for 
the bank for the past 16 years.  The three bankers are leaving after regulators fined the bank a record 290 million pounds ($455 million 
U.S.) for attempting to fraudulently rig the London Interbank Offered Rate (Libor) for profit.  Since Mr. Diamond is scheduled to appear 
before Parliament’s Treasury Select Committee tomorrow, Barclays released a note of a 2008 telephone call purporting to show that Paul 
Tucker – then the bank of England’s markets director – hinted Barclays could lower its Libor submissions.  In an October 2008 e-mail to 
then CEO John Varley and Del Missier, Mr. Diamond revealed: ‘Tucker stated that the level of phone calls he was receiving from Whitehall 
were senior and that while he was certain we did not need advice, that it did not always need to be the case that our (Libor) submissions 
be as high as they have (been) recently.”

A clever London bus stop advertisement ‘play on words’ crafted by the Business Insider.
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Eurostat reports producer prices in the 17-nation euro currency 
bloc declined by 0.5% in May, but were up 2.3% on a year-
over-year basis

Automakers report sizeable gains in U.S. sales of cars and 
trucks in June, with Chrysler posting its best June in 5 years 
while Volkswagen is on track for its best year since 1973 

Front Page Headline, National Post – “Greece’s Deputy Fi-
nance Minister Warns the Recession May Become 50% 
Worse.  Citing alarming data recently released by the state 
operated Centre of Planning and Economic Research, new-
ly appointed Deputy Finance Minister Christos Staikouras 
warned: ‘Greece’s economy is in critical condition and its gross 
domestic product could contract by 6.7% in 2012, compared 
with a previous forecast of 4.5%.’  The disastrous economic 
data will certainly comprise part of the situation presented to 
the European Union (EU), European Central Bank (ECB) and 
the International Monetary Fund (IMF) troika, who will review 
the finance ministry books over the next few weeks.  Prime 
Minister Antonis Samaras has already asked EU partners for 
‘necessary modifications’ to conditions of the EU-IMF bailout in 
a letter sent to Brussels prior to last week’s summit.” 

Wednesday, July 4th  U. S. Fourth of July Holiday

Front Page Headline, Times of London – “Labour Involved in 
Libor Scandal: Osborne.  In a televised interview, U.K. Chan-
cellor of the Exchequer George Osborne claims: ‘Gordon 
Brown’s government was clearly involved in pressuring banks 
to manipulate their Libor submissions.’  Labour furiously con-
demned his accusations as ‘desperate stuff.’  Meanwhile, Rob-
ert Diamond – former President of Barclays Plc – apologizes 
to Parliament’s Treasury Select Committee for ‘reprehensible 
behavior’ at the bank, as he testifies about the Libor submis-
sion rigging scandal.”  
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Front Page Headline, Daily Telegraph U.K. – “France Targets 
Rich with 7.2 Billion Euros in Tax Increases.  In its first major 
raft of economic measures since Francois Hollande was elected 
President of France in May, promising to avoid the painful aus-
terity measures seen elsewhere in Europe; the French govern-
ment targets wealthy households with an extraordinary levy of 
2.3 billion euros and 1.1 billion in one-off taxes on large banks 
and energy firms, as part of an amended 2012 budget present-
ed to parliament.  President Hollande declared: ‘The rich must 
pay their share as France battles to reduce its public deficit from 
5.2% of GDP in 2011 to a European Union limit of 3% in 2013.” 

France’s President Francois Hollande                               Source: AFP Photo

Thursday, July 5th

Automatic Data Processing Inc. reports U.S. private sector 
payrolls increased by 176,000 in June, led by the services sec-
tor and small businesses.  Separately, Challenger, Gray and 
Christmas – an outplacement consultancy firm – reports U.S. 
employers announced about 38,000 job layoffs in June, the low-
est since May 2011.

The Labor Department reports U.S. initial claims for state unem-
ployment benefits declined by 14,000 to a seasonally adjusted 
374,000 in the week ended June 30th. while continuing claims 
increased by 4,000 to a seasonally adjusted 3.31 million in the 
week ended June 23rd.  Those people who have exhausted 
their traditional benefits and are now receiving emergency or 
extended benefits from either state or federal programs, totaled 
2.19 million in the week ended June 16th.   

Exhibiting all the hallmarks of a global central bank monetary 
easing campaign, the Bank of England raised its quantitative 
easing target by 50 billion pounds ($78 billion U.S.) to 375 billion 
pounds, while the People’s Bank of China cut its one-year lend-
ing rate by 31 basis points and its one-year deposit rate by 25 
basis points.  In addition, the European Central Bank (ECB) low-
ered its administered lending rate by 25 basis points to 0.75%.  
ECB President Mario Draghi stated: ‘The bank will no longer pay 
anything on overnight deposits and is not running low on policy 
options.”   
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Front Page Headline, Globe and Mail – “U. S. Retailers Report Slow June Sales.  Major American retailers Costco Wholesale Corp., 
Target Corp. and Macy’s Inc. report disappointing sales for June, despite offering more discounts than in the same period a year ago.  
Ken Perkins, President of RetailMetrics, a Swampscott, Mass.-based research firm, commented: ‘The consumer is slowing down and 
becoming increasingly more cautious as the economic backdrop is deteriorating.  This doesn’t set up particularly well for the back-to-
school sales period.’ 

Front Page Headline, Wall Street Journal – “Euro Zone Bank Supervisor Faces Hurdles.  Establishing a powerful euro zone banking su-
pervisor – a significant move toward closer economic union within the 17-nation currency bloc – was a German condition for its agreement 
to allow the bloc’s bailout fund to recapitalize banks without first lending the money to their host government.  European leaders strongly 
hinted that the European Central Bank (ECB) would assume the new role, a shift which could occur without the time-consuming and risky 
process of changing European Union (EU) treaties.  Nicolas Veron of Bruegel, a Brussels-based think tank, cited: ‘The argument in favour 
of granting the responsibility to the ECB is because it is a strong, well-established entity.  There also exists a synergy between policing 
banks and acting as a lender of last resort to banks in a crisis.’  While the issue is yet to be settled, officials within the ECB who support 
the proposal, such as Vitor Constancio, cite: ‘The ECB already has the resources and infrastructure in place to perform this function.  
Fourteen of the 17 central banks which comprise the euro already possess supervisory responsibilities, giving them deep knowledge of 
their domestic banking systems.’ 

  

Front Page Headline, Wall Street Journal – “Greece to Accelerate Pace of Reforms: Samaras.  After Greece’s newly-appointed Finance 
Minister Vassilis Stournanas admitted that the Greek bailout program had partially drifted off course, Prime Minister Antonis Samaras 
vowed: ‘Greece will proceed with more efficient steps to secure fiscal adjustment and accelerate the pace of reforms.’  A delegation of 
international inspectors from the European Commission (EC), the International Monetary Fund (IMF) and the European Central Bank 
(ECB) – the so-termed EU troika – begins a three-day visit in Athens and is expected to propose new measures to restore budget short-
falls which have arisen as the Greek economy slides deeper into recession.”  

Front Page Headline, Wall Street Journal- “California Cities Consider Seizing Mortgages.  A few California cities consider invoking their 
eminent domain powers to restructure mortgages as a method to help some homeowners who owe more than their homes are worth.  
Eminent domain allows a government to forcibly acquire property which is then reused in a way considered good for the public, such as 
new housing, roads, shopping centers and the like.  Owners of the properties are entitled to compensation, which is usually determined 
by a court.  The cities of Ontario and Fontana – located just east of Los Angeles – would acquire underwater mortgages from lenders and 
then reduce the principal to match the current property value.  Then, they would sell the reduced mortgages to new investors, enabling the 
homeowners to remain in their houses.  In opposition to this plan, eighteen banking, securities and housing groups issued a stern warning 
to the cities of Ontario and Fontana, as well as the County of San Bernardino, objecting to the proposes ‘Home Ownership Protection Plan’ 
citing its implementation would likely significantly reduce their residents’ access to mortgages.  In its letter, the group stated: ‘We expect 
that credit availability for home purchases and refinancing of all San Bernardino County mortgages would be significantly compromised 
if this plan were put into effect.”     
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• Front Page Headline, New York Times – “U.S. Files Vehicle Trade Complaint against China.  The United States files a trade complaint 
against China for new duties it imposed on American made cars and trucks.  China levied the duties which the Obama administration 
claims cover about $3.3 billion (U.S.) worth of auto exports to China.  In a statement, U.S. trade representative Ron Kirk confirmed: ‘As 
we have made clear, the Obama administration will continue to fight to ensure that China does not misuse its trade laws and violate its 
international trade commitments to block exports of American made products.  American auto workers and manufacturers deserve a level 
playing field and we are taking every step necessary to stand up for them.”

Front Page Headline, New York Times – “Numbers Tell Tale of Failure in Drug War.  When policy makers in Washington worry about Mex-
ico these days, they think in terms of a handful of numbers: Mexico’s 19,500 hectares devoted to poppy cultivation for heroin; its 17,500 
hectares growing cannabis; and the 95% of American cocaine imports brought by Mexican cartels through Mexico and Central America.  
They are thinking about the wrong numbers.  If there is one number which embodies the seemingly intractable challenge imposed by the 
estimated $60 billion (U.S.) illegal drug trade on the relationship between the United States and Mexico, it is $177.26 (U.S.).  According 
to Drug Enforcement Administration data, that is the retail price of one gram of pure cocaine from your typical local drug dealer.  That is 
74% cheaper than it was 30 years ago.  This number contains all you need to evaluate the Mexican and American governments’ war to 
eradicate illegal drugs from the streets of the United States.  They would do well to heed its message.  What it says is the struggle on 
which they have spent billions of dollars and lost tens of thousands of lives over the last 4 decades has failed.”

Friday, July 6th

The Labor Department reports U.S. non-farm payrolls increased by 80,000 in June while the official unemployment rate remained un-
changed at 8.2%.  Job growth in May was upwardly revised to 77,000 from a prior estimate of 69,000; however April’s figure was down-
wardly revised to 68,000 from the previous estimate of 77,000.

Front Page Headline, Washington Post – “The Lobbying Dark Side of Countrywide.  A report from the House Oversight and Govern-
ment Reform Committee reveals Countrywide Financial Corp. gave discount mortgage loans to former and current members of the U.S. 
Congress; as well as executives at the Federal National Mortgage Association (Fannie Mae), as it lobbied against legislation that would 
have diminished its marketing of sub-prime mortgages.  Following a three-year inquiry by the panel, the report concluded that between 
1996 and 2008, Countrywide executives used a special VIP mortgage loan program in an attempt to prevent legislation which would 
have restrained the company’s business with Fannie Mae, a government sponsored mortgage company.  Countrywide had an exclusive 
agreement to sell billions of dollars of mortgages to Fannie Mae at a discounted rate.  In a statement accompanying the report, Committee 
Chairman Darrell Issa (R-Cal.) noted: ‘The report sheds new light on Countrywide’s relationship with Fannie Mae and how Countrywide 
used its VIP program to cement its ties to its taxpayer backed business partner.  Other than Countrywide, no other entity’s employees 
received more VIP mortgage loans than Fannie Mae’s.’  The report contained new details about the lengths to which Countrywide execu-
tives were willing to go to accommodate Fannie Mae managers who were seeking good deals on mortgages.  Countrywide was based 
in Calabasas, California and was taken over by Bank of America Corp. in 2008.”  Once again, we witness Washington’s lobbying system 
deliver a very serious wound to the U.S. economy.  See also, Economic Winter, Hope Springs Eternal in the Human Breast – Summation, 
August 17, 2011.     
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• Statscan reports Canadian employment increased by a net 7,300 positions in June, citing an increase in hiring for public sector jobs, such 
as in education and health care.  The unemployment rate fell slightly to 7.2% from 7.3% in May.  In a memo to clients, Peter Buchanan, 
an economist with CIBC World Markets, noted: “The employment report was a somewhat surprising and likely temporary development, 
given the ongoing (federal government) fiscal restraint.”

Front Page Headline, Daily Telegraph U.K. – “Libor Scandal: SFO Opens Investigation.  Britain’s Serious Fraud Office formally opens 
an investigation into the Libor scandal that will probe individuals and banks for evidence of criminal activity.  Danny Alexander, Chief 
Secretary to the Treasury declared: ‘I want the Serious Fraud Office to follow the evidence wherever it goes, to bring prosecutions if they 
possibly can.  Of course, as a government we will ensure that investigators have all the resources that they need to carry out this inves-
tigation absolutely to the full.”  Separately, according to Reuters, Germany’s BaFin has begun an investigation into allegations of Libor 
manipulation by Deutsche Bank citing: ‘We are making use of our entire spectrum of regulatory instruments, so far as this is necessary.”

   

The Economist does a real number on the Barclay’s Libor scandal.



Front Page Headline, Bloomberg News – “Spanish Bond Yields on the Rise.  Amid investor concerns that politicians aren’t doing enough 
to prevent Spain’s financial woes from deepening, yield levels for Spanish 2-year notes and 10-year bonds climb to 4.60% and 7%, re-
spectively.”  

Yield on Spain’s outstanding 2-year notes reaches 4.60%.             Source: Bloomberg / Business Insider

Front Page Headline, Financial Times – “U.S. Budget: Political Brinkmanship is Raising Fears.  If Congress takes no action by Decem-
ber 31st. America will suffer a contraction in budgetary policy worth $600 billion (U.S.) in 2013 – or about 4% of gross domestic product 
(GDP) – which would very probably plunge the U.S. economy into another recession.  The growing fear is America’s divided political 
system will be unable to rise to the challenge of avoiding this fate – recreating the (political) brinkmanship which nearly led the U.S. to 
default on its debt a year ago – and dealing another self-inflicted wound to the American and wider global economy.  Republicans and 
Democrats have entrenched ideological differences over how best to tackle America’s bleak long-term debt problems.  Republicans resist 
tax increases and defense cuts, while Democrats will not contemplate slicing back social safety net programs without assurances of new 
revenue.  Their bickering before an 11th. hour agreement to raise the debt ceiling last summer led Standard & Poor’s to strip the U.S. of 
its ‘AAA’ sovereign debt rating. 

Realistically, both political parties accept the fact that they must broker an agreement, but are unlikely to make any compromises until 
after November’s elections.  Alarmingly, some fear that the White House and congressional leaders could even see political advantages 
in allowing the economy to slide over the ‘fiscal cliff.’  If no agreement is reached by the end of this year, the pain will be felt far beyond 
defense companies, although they are among the sectors with the most to lose.  Government departments other than the Pentagon will 
also lose $50 billion (U.S.) in 2013, potentially slashing funds to agencies from the National Institute of Health to the Securities and Ex-
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change Commission and the Internal Revenue Service.  However, most of the damage will be inflicted by roughly $450 billion (U.S.) in tax 
increases on American workers, due to the expiry of Bush-era income tax rates introduced in 2001 and 2003 and the end of a temporary 
cut in the payroll tax which began in 2011.  The average middle class family will see its tax bill increase by $1,750 (U.S.) next year, further 
sapping already frail consumer spending.  Simultaneously, tax rates on capital gains and dividends are scheduled to increase, potentially 
threatening new investments.  Few economists believe the U.S. economy will be in good enough shape to withstand such a storm in 
2013, even if the impact will set in gradually and Federal Reserve Chairman Ben Bernanke has frequently asked lawmakers to resolve 
the problem quickly.  Just two weeks ago, Mr. Bernanke warned: ‘The point here is that, putting all these things together, you will have a 
very substantial withdrawal of income from the economy, which will affect spending and affect the ability of the economy to recover in the 
short run.’  With the November election looming as a referendum on the economy – and a close contest between two different visions of 
tax and spending policy, plus the size and role of government – neither side is willing to offer any concessions.  This has triggered intense 
(political) posturing in Washington about the December 31st. ‘fiscal cliff’ deadline.”    

 

    

See also, Winter Warning, The Looming American Fiscal Cliff Crisis – June 15/12.
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CLOSING LEVELS FOR FRIDAY, JULY 6TH.                                            WEEKLY CHANGE

Dow Jones Industrial Average                         12,772.47                               – 107.62 points 

Spot Gold Bullion (August)                         $1,578.90 (U.S.)                          – $25.30 per oz. 
 
S&P / TSX Composite                                     11,659.65                                 + 63.09 points

10-Year U.S. Treasury Yield                              1.56%                                   – 8 basis points 

Canadian Dollar                                          98.10 cents (U.S.)                          – 0.12 cent 

U.S. Dollar Index Future (Spot Price)           83.285 cents                              + 1.636 cents
 
WTI Crude Oil (August)                                $84.45 (U.S.)                           – $0.51 per barrel

 

Ian A. Gordon, The Long Wave Analyst www.longwavegroup.com

Disclaimer : This information is made available by Long Wave Analytics Inc. for information purposes only. This information is not intended to be and should
not to be construed as investment advice, and any recommendations that may be contained herein have not been based upon a consideration of the 
investment objectives, financial situation or particular needs of any specific reader. All readers must obtain expert investment advice before making an in-
vestment.  Readers must understand that statements regarding future prospects may not be achieved. This information should not be construed as an offer
to sell, or solicitation for, or an offer to buy, any securities. The opinions and conclusions contained herein are those of Long Wave Analytics Inc. as of the
date hereof and are subject to change without notice. Long Wave Analytics Inc. has made every effort to ensure that the contents have been compiled or
derived from sources believed reliable and contain information and opinions, which are accurate and complete. However, Long Wave Analytics Inc. makes
no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions which may be contained herein,
and accepts no liability whatsoever for any loss arising from any use of or reliance on this information. Long Wave Analytics Inc. is under no obligation to
update or keep current the information contained herein. The information presented may not be discussed or reproduced without prior written consent. 
Long Wave Analytics Inc., its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities men-
tioned herein. In addition, the companies referred to herein may pay a fee to Long Wave Analytics Inc. to be listed on www.longwavegroup.com. Copyright
© Longwave Group 2010. All Rights Reserved.

“Those who cannot remember the past are condemned to repeat it.” Santayana


