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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, November 5th      

According to the Associated Foreign Press, in a weekend meeting with lawmakers from his conservative party, Greek 
Prime Minister Antonis Samaras warned: ‘We must save the country from catastrophe.  If we fail to remain in the euro, 
nothing will make sense.’  Greece’s parliament is scheduled to vote Wednesday on a bailout package of 13.5 bill ion 
euros ($17 bill ion U.S.) in spending cuts, tax increases and other financial reforms.  Parliament must approve the 
austerity package together with the budget for fiscal 2013 – vote scheduled for November 11th. – in order to receive 
the financial aid from the European Union (EU) and the International Monetary Fund (IMF).  According to Reuters, Mr. 
Samaras noted: ‘As soon as the new measures are passed (by parliament) and we receive the critical aid tranche, 
liquidity will begin again to feed businesses and households, uncertainty will end, sentiment will change and the fear 
of a return to the drachma will disappear … These will be last cuts to wages and pensions.’  Meanwhile, Greece’s 
powerful main public and private sector unions will launch a 48-hour strike against the legislation on Tuesday and 
plans marches to Athens’ city centre.   Journalists, doctors, transport workers and shopkeepers are also planning 
work stoppages.”   Another financial band-aid, short-term solution for Greece recalls a quote from a Greek small 
businessman in our Economic Winter of last September 21st. to wit: ‘Whether or not Greece remains in the euro 
… corruption, bribery and bureaucracy are weighing on Greece even more than the debt upon which outsiders 
are so fixated.  Are things ever going to change?  Probably not without a revolution.’

Greek workers post signs reading ‘Together We Win”          Source: Associated Press    

Monday, November 5th 
Front Page Headline, MarketWatch 
News – “Greek PM Warns of Euro 
Exit.  
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Front Page Headline, New York Times – “G-20 Of-
ficials Warn About European and American Debt.  
Finance ministers and central bank governors met in 
Mexico City over the weekend amid mounting alarm 
that the euro zone debt crisis and Washington’s failure 
to counter soaring deficits could endanger the fragile 
global economic recovery.  There was also discussion 
regarding China’s ability to strengthen global demand 
… To avert the U.S. fiscal cliff, Congress must negoti-
ate a debt reduction compromise which to date has 
been hampered by political gridlock.  Finance officials 
in many countries fear that the combined effect of the 
tax increases and spending cuts could send the Ameri-
can economy back into recession, deepening global fi-
nancial instability.  Eswar Prasad, a professor of trade 
policy at Cornell University commented: ‘When I speak 
to financial officials in emerging markets, the fiscal cliff 
concern is rising by the day.”  See also, Economic 
Winter, The Looming American Fiscal Cliff Crisis, 
June 15, 2012.

Mexican Federal Police stand guard at the Hyatt Hotel in Mexico City.  
Source: Reuters

Front Page Headline, Times of London – “Standard 
& Poor’s Misled Investors.  In a judgment issued in 
Sydney, Australia, Federal Court Justice Jayne Jagot 
declared: ‘S&P had been misleading and deceptive in 
the credit rating it gave two structured debt issues in 
2006.’  The case was brought by 12 Australian coun-
cils and municipalities which claimed they lost more 
than 90% of the $16 mill ion (AUD) they invested in 
so-termed ‘Rembrandt Notes’ l inked to credit default 
swaps on investment grade companies.  The Austra-
lian councils are entitled to damages from S&P and 
two other defendants ABN AMRO Bank – now part of 
the Royal Bank of Scotland – and Local Government 
Financial Services (LGFS), an investment advisory 

service.  Justice Jagot deemed: ‘The securities sold to 
the local councils were grotesquely complicated instru-
ments.  A reasonably competent ratings agency could 
not have assigned the securities a AAA rating and S&P 
had been sandbagged after ABN AMRO simply bull-
dozed the rating through.”    

Front Page Headline, Daily Telegraph U.K. – “U.K. 
Chancellor of the Exchequer Threatens Big Busi-
ness with Global Tax Crackdown.  Following the 
weekend G-20 meetings in Mexico City, U.K. Chan-
cellor George Osborne and German Finance Minister 
Wolfgang Schaeuble issue a rare joint statement de-
claring: ‘International tax standards have had difficulty 
keeping up with changes in global business practices, 
such as the development of e-commerce in commercial 
activities.  As a result, some multi-national businesses 
are able to shift the taxation of their profits away from 
the jurisdictions where they are being generated, thus 
minimizing their tax payments compared to smaller 
domestic companies.  Britain and Germany, not only 
want competitive corporate tax systems which attract 
global companies to our countries, but also want global 
companies to pay those taxes.  This is best achieved 
through international action.’  In recent weeks, it has 
been revealed that Starbucks has paid no corporation 
tax in Britain for the last three years, while Apple is 
paying less than 2% tax on its foreign profits despite, 
earning $36.8 bill ion (U.S.) of profits outside the U.S.”

Front Page Headline, Daily Telegraph U.K. – “Overly 
Taxed France Risks Slipping Behind Italy and Spain: 
IMF.  Issuing a wakeup call to French President Fran-
cois Hollande, the International Monetary Fund warns: 
‘Rising tax rates are not only, undermining France as 
an attractive place to work and invest, but also, leading 
to a significant loss of competitiveness.  There is a risk 
the situation will worsen if France does not adapt at the 
same pace as its trading partners in Europe, notably 
Italy and Spain.’  Simultaneously, French industrialist 
Louis Galois delivered a long-awaited report to Mr. Hol-
lande calling for ‘shock therapy’ to stop the national 
rot; with drastic cuts in business payroll taxes to claw 
back lost ground to Germany and other European Mon-
etary Union states.  Mr. Galois’ report outlined 22 ini-
tiatives, including a 30 bill ion euro cut in payroll levies 
– equivalent to 1.55% of GDP – to be offset by a higher 
Value Added Tax (VAT) and other consumption taxes.  
The purpose is to reduce the tax share of labour costs 
which has risen to 50%, among the world’s highest.  
Much of the report is a slap in the face for Mr. Hollande 
who had cut the VAT in June to protect buying power 
and who has just raised corporate taxes yet further in 
the 2013 budget and is facing a nationwide revolt by 
business leaders.  Noting that France faces a national 
emergency, Arnaud Montbourg, the production revival 
minister, will study the report with respect.”
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Tuesday, November 6th      

The Economy Ministry reports from Berlin that German 
factory orders, adjusted for seasonal swings and infla-
tion, declined by 3.3% in September – the biggest drop 
since September 2011 – following a revised decline of 
0.8% in August.  Thomas Harjes, an economist at Bar-
clays Plc in Frankfurt commented: “Today’s data are a 
catastrophe and very bad news.  There is a huge (sov-
ereign debt) problem in the rest of the euro area which 
now seems to be reaching Germany and (affecting) its 
labour market.  For the coming quarters, the economic 
outlook is quite gloomy.”   

The London-based Centre for Economics and Business 
Research (CEBR) reports the number of positions in the 
City and Canary Wharf financial districts may decline 
to a revised estimate of 237,000 in 2013, compared 
with 256,000 predicted six months ago and the lowest 
number since 1993.  In the study, Douglas McWilliams, 
CEBR chief executive officer, commented: “The busi-
ness model for many firms in the City, which was based 
on taking a percentage from yields of 8% plus, must 
change in a world where low yields are likely for many 
years to come.  The decline in activity is partly a func-
tion of a weak U.K. economy, partly a hangover effect 
from the financial crisis and partly caused by increas-
ing regulation.”   

Pension and investment consulting firm Wilshire As-
sociates reports U.S. public pensions ended the third 
quarter with a median gain of 4.67%, as bond portfolio 
managers beat their benchmarks by purchasing riskier 
debt and fixed-income securities with longer maturities.  
The gains raised returns for state and local government 
pensions – with assets in excess of $1 bill ion (U.S.) 
– to 8.2% for the 10-year period through September 
30th., the first quarter since 2007 that funds of that size 
surpassed an 8% return over a decade.  Robert Waid, 
a managing director at Wilshire, commented: “The 3rd. 
quarter returns send a strong message to stay the 
course and look to the long term, because the 10-year 
span numbers are pretty close to what the actuaries 
project for a 10-year target.”      

The Office for National Statistics reports U.K. factory 
output rose by only 0.1% in September while total indus-
trial output declined by 1.7%, as oil and gas production 
dropped by a record amount due to site maintenance.  
In a research note, Samuel Tombs, an economist at 
Capital Economics Ltd. in London, commented: “The 
U.K. economic recovery is quickly losing momentum.  
While the Bank of England’s Monetary Policy Commit-
tee may pause in quantitative easing at its meeting lat-
er this week; if the U.K. economic data remain weak, 
then it may not be long before the committee is forced 
to provide the economy with further stimulus.”      

Data provider Markit Economics reports its purchasing 
managers’ index (PMI) for the euro zone manufactur-
ing and services sectors declined to a reading of 45.7 
in October from a level of 46.1 in September.  Markit 
economist Rob Dobson commented: “Signs that the 
economic contraction in Germany gathered pace are 
particularly disappointing, given the important role a 
strong-performing Germany could play in stimulating 
economic growth elsewhere in the euro zone.”

Front Page Headline, Financial Times – “France Af-
fords Businesses 20 Billion Euro Tax Break.  Fran-
cois Hollande’s Socialist government announces a 20 
bill ion euro tax break for companies, in order to ad-
dress France’s sliding industrial competitiveness.  The 
measure fell short of the 30 bill ion euro ‘competitive-
ness shock’ recommended by Louis Galois, in his gov-
ernment-commissioned report on the issue published 
on Monday (see above).  However, the scale of the tax 
credit – the main feature among 35 measures set out 
by Prime Minister Jean-Marc Ayrault – to a large extent 
belied speculation that the Galois report would be bur-
ied by a government under pressure by the left not to 
give in to special pleading by the business community 
for a reduction in France’s high labour costs.  The pres-
sure of fast-rising unemployment, running at 10% of 
the work force and the threat of a recession unfolding 
in 2013, appeared to overcome government reticence.”

Wednesday, November 7th      

The European Commission (EC) forecasts the 17-na-
tion EU gross domestic product (GDP) will expand by 
a mere 0.1% in 2013, downwardly revised from 1% 
last May.  Simultaneously, the EC cut its GDP forecast 
for Germany to 0.8% from 1.7%.  At a Brussels press 
conference, European Union Economic and Monetary 
Commissioner Olli Rehn stated: “Europe is experienc-
ing a difficult process of macroeconomic rebalancing 
and adjustment which will last for some time yet.  The 
euro zone economy is sailing through rough waters.”  
Economic understatement of the week.  

•

•
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The National Association of Realtors reports single-family home prices rose in 81% of U.S. cities during the 3rd. quar-
ter, amid a shrinking supply of homes for sale.  CoreLogic, an Irvine, California-based real estate data provider reports 
US. home prices rose by 5% in September on a year-over-year basis.

Front Page Headline, Bloomberg News – “Fitch Ratings Warns U.S. on Fiscal Cliff:  ‘Failure to reach even a tem-
porary arrangement to prevent the full range of tax increases implied by the fiscal cliff and a repeat of the August 
2011 debt ceiling episode, would probably result in a downgrade in the U.S. sovereign debt credit rating.’  Separately, 
Moody’s Investors Service stated: ‘Moody’s would likely await evidence that the U.S. economy could rebound from 
the shock of America fall ing off the fiscal cliff, before considering restoring the nation’s stable outlook from negative.” 

Front Page Headline, Globe and Mail – “Greek Government Wins Austerity Vote.  Greece’s government narrowly 
votes approval of an austerity package to obtain vital EU financial assistance and avert bankruptcy, despite an internal 
rift and violent protests at the gates of parliament.  Lawmakers approved the spending cuts, tax hikes and measures 
making it easier to hire and fire workers, after clashes erupted when protestors tried to break through a barricade and 
enter the assembly.  Riot police responded with tear gas, stun grenades and water cannon.  In a final plea to lawmak-
ers prior to the vote, Greek Prime Minister Antonis Samaras declared: ‘Today we vote whether we will remain in the 
euro zone, or return to international isolation and complete bankruptcy in the drachma.”

A gasoline bomb explodes near Athens Riot Police during a demonstration outside parliament.     Source: AFP Getty Images

Front Page Headline, Globe and Mail – “Michigan Voters Approve New Bridge for Detroit /Windsor Border Cross-
ing.  The Canadian Government’s plan to fund and construct a new international bridge across the Detroit River 
cleared a major hurdle when Michigan voters approved it on Tuesday.  Canada’s Federal Transport Minister Denis 
Lebel remarked: ‘We’re very, very happy with the (voting) result.  When U.S. President Obama approves a presidential 
permit, we will be able to provide a clear timeline when the bridge will be built.’ 

•
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Front Page Headline, National Post – “U.S. Stocks Hammered as Fiscal Cliff Fears Mount.  The Dow Jones Indus-
trial Average (DJIA) loses more than 300 points in a Wall Street sell-off which drove all major U.S. stock indexes down 
over 2%, in the wake of the American Presidential election, as the looming fiscal cliff debate and political gridlock 
returned to center stage.  The Standard & Poor ’s 500 Index posted its biggest daily percentage drop since June, as all 
10 S&P sectors fell solidly, with about 80% of stocks on both The New York Stock Exchange and The Nasdaq closing 
in negative territory.  Both the DJIA and the S&P 500 closed at their lowest levels since early August.  In Toronto, the 
S&P/TSX Composite Index fell 130.61 points with bigger losses held in check by rising gold stocks.  See also, Ian’s 
Investment Insights, November 5, 2012.   

Thursday, November 8th      

Front Page Headline, Bloomberg News – “ECB Ready to Launch OMT Program.  At a Frankfurt press conference, 
European Central Bank President Mario Draghi announces: ‘We are ready to undertake Outright Monetary Transac-
tions which will help to avoid extreme scenarios.  Since the first OMT announcement, there have been a series of 
improvements in financial markets, including a return of (capital) flows from the rest of the world … The risks surround-
ing the European economic outlook remain to the downside and underlying inflationary pressures remain moderate.”    

Statistics Canada reports the nation’s trade deficit narrowed by almost half to $826 mill ion (CAD) in September from 
a downwardly revised $1.5 bill ion (CAD) in August, citing a 1.9% increase in exports.  Analysts commented that while 
the performance was encouraging, they noted on the back of soft August and July numbers, the 3rd. quarter tally will 
sti l l weigh heavily on the gross domestic product (GDP).  

•
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• Front Page Headline, Bloomberg News – “BOE Caps Quantitative Easing Program.  The Bank of England’s Mon-
etary Policy Committee, chaired by BOE Governor Sir Mervyn King, announces it is capping its bond purchase pro-
gram at the 375 bill ion pounds ($598 bill ion U.S.) already purchased, concluding a third round of quantitative easing.  
Today’s decision suggests the London-based central bank may focus on credit boosting initiatives such as the Funding 
for Lending Scheme in an attempt to promote economic growth. 

Bank of England Governor Mervyn King.                                                                                 Source: Bloomberg

The Commerce Department reports the U.S. trade deficit narrowed by 5.1% to $45.1 bill ion (U.S.) in September – the 
lowest level since December 2010 – citing record exports including broadly-based sales of fuel, soybeans and civil ian 
aircraft.  Jeremy Lawson, an economist at BNP Paribas in New York commented: “The (economic) outlook in emerging 
markets is stronger than in Europe and that is where we would expect to see export growth.  Consumer goods imports 
were also strong, reflecting some preparation for (Christmas) holiday shopping.”

A COSCO Pacific Ltd. container ship enters the Port of Long Beach, Cal.                          Source: Bloomberg
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The Labor Department reports U.S. initial claims for 
state unemployment benefits declined by 8,000 to a 
seasonally adjusted 355,000 in the week ended No-
vember 3rd. while continuing claims fell by 135,000 to 
3.13 mill ion in the week ended October 27th.  The La-
bor Department warned that these numbers were likely 
distorted somewhat by Hurricane Sandy, which could 
make the data unreliable for a few weeks.  Many peo-
ple in large states such as New York and New Jersey, 
may not have been able to fi le claims in Sandy’s wake.

Front Page Headline, Wall Street Journal – “Fiscal 
Cliff Could Trigger U.S. Recession: CBO.  A new 
report from the Congressional Budget Office – the 
non-partisan arm of Congress – detailed its view that 
if Washington policy makers didn’t come to a fiscal 
agreement by the end of the year, the U.S. economy 
would contract by 0.5% in 2013 and the unemployment 
rate would climb to 9.1% from the current 7.9%, by the 
end of 2013.

•

•

Front Page Headline, Business Insider – “S&P 500 In-
dex Pierces Its 200-Day Moving Average.  For the 
second consecutive day following the U.S. presiden-
tial election, stock markets traded lower, as the S&P 
500 index fell by 17.02 points to a level of 1,377.51, 
thereby piercing its 200-day moving average.

Friday, November 9th      

In a preliminary estimate for October, the Thomson/
Reuters University of Michigan U.S. consumer senti-
ment index rose to a reading of 84.9 following a level 
of 82.6 in October.  

Front Page Headline, “EU Governments Should Solve 
Greece’s Financing Gap: ECB.   At his monthly news 
conference, European Central Bank President Mario 
Draghi dismissed calls for the ECB to assist Greece 
in reducing its crushing debt burden stating: ‘the ECB 
is by and large done’ and he placed the onus on euro 
zone governments to find the money needed to buy 
Athens more time.”

Front Page Headline, Wall Street Journal – “German 
Lawmakers Announce Lower Federal Deficit.  Es-
timates are the federal deficit will be 28 bill ion euros 
($35.69 bill ion U.S.) this year, about 4 bill ion euros 
less than previously estimated, largely because of a 
3.2 bill ion euro decline in Germany’s financing costs.  
Lawmakers also lowered their estimate for Germany’s 
financing requirements in 2013, reducing their deficit 
projection to 17.1 bill ion euros from a previous esti-
mate of 18.8 bill ion euros.  This means that Germany 
could achieve a balanced budget as defined by a struc-
tural deficit – which accounts for seasonal adjustments 
in the economy – of 0.35% of gross domestic product 
(GDP) three years earlier than prescribed by German 
law.  Norbert Barthle, a conservative member of the 
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http://static4.businessinsider.com/image/509c27deecad049866000002-960/chart-of-the-day-sp-500-falls-below-the-200-day-moving-average-nov-2012.jpg
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parliamentary budget committee, commented: ‘The enormous additional costs in the federal budget have almost been 
completely offset.”    

 
CLOSING LEVELS FOR FRIDAY, November 9th 
 

  
WEEKLY CHANGE 

 
Dow Jones Industrial Average                  

 
12,815.39                       

 
– 277.77 points 

 
Spot Gold Bullion (December)                 

 
$1,730.90 (U.S.)            

 
+ $55.70 per oz. 

 
S&P / TSX Composite                              

 
12,196.80                      

 
– 183.61 points 

 
10 - Year U.S. Treasury Yield                    

 
1.61%                            

 
– 11 basis points 

 
Canadian Dollar                                        

 
99.87 cents (U.S.)         

 
– 0.54 cent 

 
U.S. Dollar Index Future (Spot Price)      

 
81.058 cents                  

 
+ 0.50 cent 

 
WTI Crude Oil (November)                     

 
$86.07 (U.S.)                 

 
+ $1.21 per barrel   
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“Those who cannot remember the past are condemned to repeat it.” Santayana


