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The Tempe, Arizona-based Institute for Supply Man-

agement (ISM) reports its U.S. purchasing managers’ 

index (PMI) for manufacturing rose to a reading of 

59 in October, following a level of 56.6 in September, 

citing 16 out of 18 manufacturing industries reported 
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some improvement in new orders, led by producers of plastics, 
textiles and metals.  Scott Brown, an economist at Raymond 
James in St. Petersburg, Florida noted: ‘While American manu-
facturers have been part of this long economic recovery, there 
still remains a fairly buoyant momentum in domestic demand 
which is the main driving force at present.’  See ISM chart below. 

London-based Markit Economics reports its purchasing manag-
ers’ index (PMI) for the U.K. manufacturing sector rose to a read-
ing of 53.2 in October, following a level of 51.5 in September, cit-
ing continued domestic demand as the main factor.  Rob Wood, 
an economist at Berenberg Bank in London, surmised: ‘The U.K. 
economic recovery will remain heavily dependent upon domes-
tic demand until euro zone GDP growth revives.’    

•

The RBC Canadian Manufacturing purchasing managers’ index 
(PMI) rose to a seasonally adjusted reading of 55.3 in October 
from a level of 53.5 in September.  Craig Wright, chief economist 
at RBC, observed: ‘The challenges we are witnessing  in the 
European and emerging markets, notwithstanding,, the continu-
ing recovery of the U.S. economy should provide support for 
Canadian exports in the months ahead.’  

Front Page Headline, Business Insider – “Crashing Oil Prices 
Could Bring the U.S. Fracking Boom to a Sudden and Disas-
trous End.  Technological advances in hydraulic fracturing have 
fueled what some call the Great American Shale Boom.  Oil and 
natural gas extracted from shale basins have enabled America 
to become flush with energy.  While it has been a boon for U.S, 
energy related jobs and equipment suppliers, it is not a cheap 
exercise to tap these unconventional energy plays.  In other 
words, crashing oil prices will soon make many of these ener-
gy sources money losing ventures.  Morgan Stanley estimates 
the average break-even oil price for these U.S. projects to be 
about $76 (U.S.) to $77 (U.S.) per barrel, while Goldman Sachs 
puts that number closer to $75.00 (U.S.).  If the price of oil can’t 
cover production expenses and these companies are forced to 
idle their operations, then investors could expect spending to 
decline, jobs to be reduced and delinquencies and defaults to 
increase. 

To complicate matters further, many of these companies are fi-
nancing their operations by marketing bond issues in the junk 
bond market, which means borrowing costs are relatively high.  
Charles Schwab’s Collin Martin recently noted: “As oil prices 

•

•



have declined of late, so have the prices of high yield bonds.  Oil 
prices can have a broad impact on the high yield bond market 
because energy companies have been increasing their share 
of that marketplace.  Today, energy companies comprise more 
than 15% of the Barclays U.S. Corporate High Yield Bond index.  
That’s up from less than 5% of the index at the end of 2005.  
The chart below indicates that the percentage share has been 
steadily increasing over the past decade.” 

TUESDAY, NOVEMBER 4TH

Front Page Headline, Wall Street Journal – “EU Cuts Euro Zone 
GDP Growth Forecast.  Today, the European Union cut its GDP 
forecasts for this year and next, citing a lack of internal invest-
ment and political tensions in Ukraine and the Middle East.  Infla-
tion in the euro zone will also remain below the 2% rate targeted 
by the European Central Bank (ECB) until at least 2016, accord-
ing to the European Commission (EC), the EU’s executive arm.  
The combination of low inflation and low economic growth cre-
ates problems for high debt countries such as Italy and Greece.  
It should also make it more likely that the ECB could be prodded 
toward more aggressive stimulus measures; such as large scale 
purchases of bonds and other government assets.  Although 
most analysts don’t believe the ECB will announce new mea-
sures after its Thursday meeting, the new forecasts are likely to 
raise expectations of future action.  The EC said it now expects 
gross domestic product (GDP) in the 18 country euro zone to 
expand by 0.8% this year, down from the 1.2% it forecast last 
spring.   

Front Page Headline, Bloomberg News – “Using figures com-
piled by the U.S. Commerce Department, Bloomberg calculated 
America’s federal deficit declined by $484.3 billion (U.S.) for the 
fiscal year ended September 30, 2014, representing 2.8% of the 
nation’s gross domestic product (GDP).  Gregory Valliere, chief 
political strategist for the Potomac Research Group, warned: 

•
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‘The fiscal relief may be short-lived as austerity-weary lawmak-
ers eventually boost spending on defense and other projects.” 

WEDNESDAY, NOVEMBER 5TH

Front Page Headline, Washington Post – “GOP Dominates U.S. 
Midterms and Takes Control of Senate.  Republicans scored a 
stunning electoral rout in the mid-term elections, taking control 
of the U.S. Senate following a bitter campaign at which anger 
about Washington gridlock was turned against U.S. President 
Obama, who assumed office promising to transcend it.  By an 
early hour today, Republican candidates had won at least 10 of 
the 13 closely contested Senate races. GOP candidates cap-
tured seats held by Democrats in Iowa, Colorado, Arkansas, 
Montana, South Dakota, West Virginia and North Carolina; more 
than enough to seize control of the Senate for the first time since 
2007.  Moreover, Republicans won at least 10 more seats in 
the House, adding to their majority.  Republican candidates also 
won gubernatorial races from Florida to the States of the high 
plains. 

Front Page Headline, Financial Times – “German 5-Year Bund 
Yield Falls to Record Low.  Germany marketed a 4 billion euro is-
sue of 5-year bunds today at a record low yield of 0.12%.  How-
ever, today’s auction attracted orders of only 4.23 billion euros; 
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a bid-to-cover ratio of 1.06%.  Lyn Graham-Taylor at Rabobank 
commented: ‘Recent German bund issues have been rather 
lacklustre, with investors appearing reluctant to participate in pri-
mary auctions.  Occasionally, Germany will have bund auctions 
that are uncovered; but this isn’t necessarily a problem because 
Germany will eventually issue the debt.  However, it’s an inter-
esting conundrum because obviously, while the huge demand 
for German paper is the reason bund yields are so low, primary 
bund issuance isn’t attracting a large demand from investors at 
today’s yield levels.”  

The Roseland, New Jersey-based ADP Research Institute re-
ports U.S. private payrolls increased by 230,000 in October, fol-
lowing a revised gain of 225,000 hires in September.  Gus Fau-
cher, an economist at PNC Financial Services Group in Pittsburg 
observed: “Domestic demand is improving and businesses can’t 
count on productivity gains, so they need to hire workers.”      

THURSDAY, NOVEMBER 6TH

The Labor Department reports U.S. initial claims for state unem-
ployment benefits declined by 10,000 to a seasonally adjusted 
278,000 in the week ended November 1st. while continuing 
claims fell by 39,000 to 2.35 million in the week of October 25th. 
i.e. the lowest level since December 2000.   

Statistics Canada reports the nation’s building permits rose by 
12.7% to $7.5 billion (CAD), citing gains across a broad array 
of construction categories, led by a big increase in institutional 
permits in the Metro Toronto area.   

Front Page Headline, Wall Street Journal – “The ECB’s Bond 
Conundrum.  In a WSJ op-ed, journalist Brian Blackstone writes: 
European Central Bank administered interest rates can’t go 
lower.  That leaves purchases of public and private debt as the 
main lever to keep bond yields down, lift asset prices, weaken 
the euro and boost the inflation rate.  The ECB is buying some 
private securities and is open to adding corporate bonds.  ECB 
officials have flagged government bond buying as possible, but 
have reached no decision amid doubts such purchases would 
help the EU economy without supportive government measures.  
One problem: Buying bonds in private markets may not gener-
ate enough assets to meet ECB President Mario Draghi’s goal 
of steering the central bank’s balance sheet toward early 2012 
levels.  That implies an increase of as much as one trillion euros 
($1.25 trillion U.S.) from just over two trillion euros now.

•
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When central banks expand their balance sheets – the total 
value of their assets – they effectively pump new money into the 
economy in the hope of spurring business activity.  ECB bond 
buying began slowly: It purchased 1.7 billion euros in covered 
bonds – bank bonds backed by underlying collateral – in the first 
week.  BNP Paribas Economist Ken Wattrett warned: ‘The ECB 
is running out of time.  If it wants to expand the balance sheet 
more quickly, it must make purchases in bigger markets.’  The 
euro zone’s nearly 7 trillion euro government bond market would 
solve that problem.  However, many ECB officials are loathe to 
take that step, focusing instead on asset-backed securities pur-
chases beginning this month and the next batch in December.

In an interview last week, Estonia’s central bank Governor Ardo 
Hansson warned: ‘Over the next few months, I don’t think we 
should be considering strategies like public sector bond pur-
chases, although they should be studied just in case.’  Austria’s 
central banker is hesitant, citing more government investment 
is a better idea.  Germany’s Bundesbank firmly opposes buying 
government bonds.  So, no one at the ECB is publically making a 
forceful case for buying them.  The reasons are twofold.  Firstly, 
the policy is deeply unpopular in Germany, where it stirs fears of 
central banks printing money to finance runaway public spend-
ing.  Secondly, opponents argue there is little evidence such 
a quantitative easing program would help the weak euro zone 
economy.  Federal Reserve purchases have nudged long-term 
U.S. Treasury yields lower, in part because so much financing 
in the country is done via the capital markets.  Skeptics in Brus-
sels argue that since Europe’s financial system is bank-based, 
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it would therefore be less responsive to a quantitative easing 
program.  There exist other problems that bond buying wouldn’t 
affect.  Tax and spending policies are hampering gross domestic 
product (GDP) growth in France and Italy.  Measures to boost 
Europe’s GDP growth potential have been largely avoided.

RBS Economist Richard Barwell noted: ‘Quantitative easing 
is no magic wand.  It’s only about credibility for the ECB as a 
central bank determined to meet its inflation goal.’  Europe has 
already experienced a dry run of sorts with quantitative eas-
ing.  Mr. Draghi’s pledge in July 2012 to do ‘whatever it takes’ 
to save the euro, backed by a bond purchase plan that hasn’t 
been used, led to lower bond yields across the euro zone.  In 
other words, the ECB initiated QE-like effects on bond markets 
without spending any money.  However, the European economy 
received little benefit.  If the inflation rate remains near zero, 
inflationary expectations slide and the euro firms up, then the 
ECB may have little choice but to purchase government bonds.  
Referring to QE, Charles Wyplosz of the Graduate Institute in 
Geneva observed: ‘It’s a sign of the desperate situation of the 
euro zone that people are so focused on something that will not 
turn the tide around.  Still, it may help and doesn’t hurt, so why 
not do it?’  While that’s far from ‘whatever it takes,’ it may be the 
best argument that Mr. Draghi can muster.”   

Front Page Headline, Zero Hedge – “Russian Ruble Plunges 
to New Record Low.   Tyler Durden comments: The Russian 
ruble collapsed by another 2% this week breaking above 45 for 
the first time ever.  The Bank of Russia’s Deputy Governor Kse-
nia Yudaeva suggested the bank’s monetary policy was quite 
close to floating the ruble, while desperately trying to jawbone 
the currency.  Ms. Yudaeva suggested that further administered 
interest rate increases were possible and that market interven-
tions were part of the policy package when repo tools ramp up.  
Most notably, she stated: ‘Moscow could use some of its national 
foreign currency reserves, or even gold bullion reserves – now 
the world’s fifth largest hoard – to pay for import purchases if 
Western sanctions over Ukraine continue.”     

Source: Zero HedgeSafety Board / Reuters.

•

Source: Zero Hedge

FRIDAY, NOVEMBER 7TH

The Federal Reserve reports the level of American consumer 
credit grew by a seasonally adjusted annual rate of 5.9% – or 
by $15.9 billion (U.S.) – in September; citing continued strong 
demand for non-revolving student and auto loans which grew at 
a 7.3% rate, but credit card debt rose at a 2% rate.

The Labor Department reports U.S. non-farm payrolls increased 
by 214,000 hires in October, following an upwardly revised gain 
of 256,000 in September; while the official unemployment rate 
declined slightly from 5.9% to 5.8%, a six-year low.  

Front Page Headline, Bloomberg News – “Detroit Bankruptcy 
Plan Approved.  A ruling by U.S. Bankruptcy Judge Steven 
Rhodes today, granted approval of a debt reduction plan which 
will allow Detroit to exit its $18 billion (U.S.) municipal bankrupt-
cy.  Judge Rhodes stated: ‘The plan to eliminate $7 billion (U.S.) 
in debt is the only way to remedy the city’s failure to provide ad-
equate services like police and fire protection.  A great number of 
people in Detroit are suffering real hardships, which is inhumane 
and intolerable.’  Erik Gordon, a professor at the Ross School of 
Business noted: ‘While Detroit has a new start in terms of debt 
relief, it can quickly go sour if the city doesn’t fix the underlying 
causes of the debt accumulation.”    

•
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Front Page Headline, Bloomberg News – “Detroit’s Recovery 
Depends upon Repairing Inefficient Municipal Government.  

Detroit’s Emergency Financial Manager Kevyn Orr.  
Source Bloomberg

Detroit’s recovery from bankruptcy and a half-century of urban 
decay depends upon whether it can squeeze out $840 million 
(U.S.) in savings and new revenue by making its municipal gov-
ernment more efficient.  Of the $1.7 billion (U.S.) allocated by 
Emergency Manager Kevyn Orr’s Court-Approved Plan, almost 
half must be derived from improving operations in a community 
where police lack computers, commuters lack buses and 80,000 
buildings lack residents.  Orr’s plan will test whether the big-
gest U.S. municipal bankruptcy ever can transform Michigan’s 
most populous city into a place to which families and businesses 
move, instead of flee.  The money it provides may change the 
fate of a place once synonymous with American industrial might, 
plus chart a path for other distressed American cities.”    

Front Page Headline, Financial Post – “Canadian Economy 
Gains 43,100 Jobs in October.  Statistics Canada reports the na-
tion’s economy produced an unexpectedly strong 43,100 jobs in 
October, citing all were in the private sector and mostly full-time 
positions, pushing the official unemployment rate to a six-year 
low of 6.5%; the lowest level since November 2008.”

Front Page Headline, Daily Telegraph U.K. – “ECB’s Efforts to 
Save the EMU Have Hit the Berlin Wall.  In an op-ed, the Daily 
Telegraph’s Ambrose  Evans-Pritchard writes:  If ECB President 
Mario Draghi attempts to press ahead with quantitative easing 
(QE), Germany’s central bank governor will resign.  If the ECB 
does not proceed, the euro zone will remain struck in a low infla-
tion trap and Mario Draghi will resign.  

•

•

•

Mario Draghi has finally overplayed his hand.  He tried to bounce 
the European Central Bank into one trillion euros of stimulus 
without the acquiescence of Europe’s creditor bloc or the politi-
cal assent of Germany … Mr. Draghi is accused of withholding 
key documents from the ECB’s two German members, lest they 
use them in their guerilla campaign to prevent quantitative eas-
ing.  This includes Sabine Lautenschlager, Germany’s enforcer 
on the six-man executive board and an open foe of QE … From 
a Reuters report, we now learn that Mr. Draghi defied an explicit 
order from the governing council when he seemingly promised 
to boost the ECB’s balance sheet by one trillion euros.  He also 
jumped the gun with a speech in Jackson Hole, giving the very 
strong impression that the ECB was alarmed by the collapse of 
the so-called five-year swap rate and would therefore, respond 
with overpowering force.  Apparently, he had no clearance for 
this.

The Governors of all northern and central EMU states – except 
Finland and Belgium – lean towards the Bundesbank view.  The 
North / South split is out in the open and it reflects the raw con-
flict of interest between the two halves.  The North is competi-
tive.  The South is 20% overvalued, caught in a debt deflation 
vice.  Data from the International Monetary Fund (IMF) show 
that Germany’s net foreign credit position (NIIP) has risen from 
38% to 48% of gross domestic product (GDP) since 2009 and 
Holland’s from 17% to 46%.  The net debtors are sinking into 
deeper trouble; France from minus 9% to minus 17%; Italy from 
minus 27% to minus 30% and Spain from minus 94% to Mi-
nus 98%.  Claims that Spain is safely out of the woods ignore 
this festering problem.  David Marsh, author of a book about 
the Bundesbank and now Chairman of the Official Monetary and 
Financial Institutions Forum, believes the Bundesbank has been 
quietly seeking legal advice about whether it can block full-scale 
QE.  It is looking at articles 10.3 and 32 of the ECB statutes, 
arguably relevant given the scale of liabilities. 

Source: Daily Telegraph
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The release clauses would make QE the sole decision of the 18 
national governors – shutting out Mr. Draghi – based upon the 
shareholder weightings.  Germany would have 26% of the votes, 
easily enough to mount a one-third blocking minority.  Mr. Draghi 
would not even have a say.   

Mr. Marsh believes this has echoes of the ‘Emminger Letter’ in-
voked in September 1992, in order to justify the Bundesbank’s 
refusal to uphold its obligation to defend the Italian lira in the 
Exchange Rate Mechanism.  The lira crashed.  The Italians were 
stunned.  One of them was the director of the Italian Treasury, 
a young Mario Draghi.  Lena Komileva, from G+ Economics, 
believes the ECB is heading for a crisis of legitimacy whatever 
happens.  If the bank attempts to press ahead with a QE blitz, 
Mr. Weidmann will resign.  If the ECB does not proceed, the euro 
zone will remain stuck in a low inflation trap and the ECB will go 
the way of the Bank of Japan in the late 1990s, in which case 
Mr. Draghi will resign.  Mr. Draghi’s balance sheet pledge was 
muddled and oversold from the start.  Much of it was predicated 
on banks taking out super cheap loans from the ECB, but to date 
they have spurned it.  One cannot make a horse drink.  In any 
case, these loans are not the same as QE money creation.  They 
are an exchange for collateral.  The asset purchases are what 
matter and the package announced so far is modest, border-
ing on trivial.  It is unlikely to exceed 10 billion pounds a month 
as currently designed.  The ‘buyable’ market for covered bonds 
and asset-backed securities is too small to move the macro-
economic dial.  If the ECB wanted to match the Bank of Japan 
in its latest effort to drive down the yen and export deflation, it 
would have to launch 130 billion euros of asset purchases every 
month, i.e. 1.4% of EU GDP.  Hawks claim that QE would make 
no difference because administered interest rates are already 
near zero and the German 10-year Bund is already at its lowest 
yield in history.  This is eyewash.  Central banks can either print 
money to buy gold, land, oil for strategic reserves, or … they can 
print money to build roads or windmills.  They can even hand the 
money out as cash envelopes.  If they did this, even the dim-
mest wits would understand that QE is a monetary device which 
can always defeat deflation as a mathematical principle.  It does 
not have to work through interest rate manipulation, nor should 
it.  The ECB’s North / South clash mirrors the political break-
down of monetary breakdown after six years of depression and 
mass unemployment.  France’s Front National now has twice as 
many Euro-MPs as the ruling Socialists.  Euro defenders invari-
ably insist that the triumph of Marine Le Pen – currently leading 
presidential polls at 30% – has nothing to do with her pledge to 
restore the franc and re-establish French economic sovereignty. 

Whether or not this is true – and that smacks of presumption – 
she is snatching enough votes from the Socialists to threaten 
their survival as a political movement.  If they let perma-slump 
drift on until 2017, they will meet the fate of Greece’s PASOK 
and deserve it.  Italy is also edging closer to an inflexion point.  
The Five Star movement of Beppe Grillo – which won 25% of the 
vote in 2013 – has grasped the elemental point that zero inflation 
and falling nominal GDP is pushing Italy into a debt-compound 
trap.  For a long time, Mr. Grillo wrestled with the EMU issue.  Mr. 
Grillo now states: ‘There is no longer any doubt. We must leave 
the Euro as soon as possible.’  

Source: Daily Telegraph U.K.

Spain’s insurgent Podemos Party has come from nowhere to 
top the polls at 28%.  It is not anti-Euro since its wrath is di-
rected against a corrupt ‘casta.’ Yet the party’s reflation drive 
and furious critique of Spain’s ‘internal devaluation’ is entirely at 
odds with EMU imperatives; as is its 145 billion euro plan for a 
universal income, which would lift Spain’s  fiscal deficit to 20% 
of GDP.  Podemos reminds one of France’s Front Populaire in 
1936.  Leon Blum did not perhaps intend to leave the gold stan-
dard, but he knew his policies would bring it about in short order.  

Of course, Mr. Draghi is right to force the issue.  The ECB is 
missing its 2% inflation target by a mile, with crippling effects on 
the crisis states.  This in itself is a violation of the ECB’s legal 
mandate.  The refusal of the German-led hawks to do anything 
serious about this is indefensible and remarkably stupid unless 
their intention is to break up the EMU, a possibility which no one 
can exclude anymore.  The European Commission’s autumn 
forecast is literally a cry from the heart.  It warns of a ‘snowball 
effect’ as deflationary forces cause debt trajectories to acceler-
ate upwards by mechanical effect.  Brussels admits that some-
thing has gone horribly wrong, obliquely blaming stagflation 
on the ‘policy response to the crisis.’ It halved the GDP growth 
estimate for France to 0.7% for 2015 and for Italy to 0.6%, a 
ritual with each report.  The EC states that the euro zone faces 
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a ‘home grown’ malaise, left behind as Britain and America pull 
away.  The EC forecast notes: ‘It is becoming more difficult to 
see the dent in the economic recovery as a result of only tempo-
rary factors.  Trend GDP growth has declined even lower due to 
low investment and higher structural unemployment.’
 
The collapse of investment is not some form of witchcraft.  It is 
entirely due to the folly of deep cuts in public investment – en-
couraged by the EC itself – at a time of private sector delever-
aging, all much worsened by monetary paralysis.  Italy’s rate 
of investment declined by 7.4% in 2012 and by 5.4% in 2013.  
Even Germany’s fell by 0.7% in each year.  Tucked away in the 
report is a nugget that Britain alone accounted for almost all of 
the EU’s GDP growth in 2013, half in 2014 and will still be the 
biggest contributor in 2015.  This implies that the U.K.’s net pay-
ments to the EU budget – already up by fourfold since 2008 – 
will become ever more skewed.  Put another way, the more the 
EMU makes a mess of its affairs, the more that Britain must pay 
to prop it up.  Europe’s political leaders and officials have run the 
concept of monetary union into the ground.  While Mr. Draghi 
has bravely tried to bring them to their senses and contain the 
damage, he seems to have reached the limit of European power 
politics.  Should he wish to accept it, there is an alternative job 
opportunity waiting for him in Rome as Italian President … His 
departure from the ECB would shatter market confidence in the 
euro overnight.  He could then lead his country to economic re-
covery with a correctly valued lira and inflict a massive trade 
shock on the North.”

Front Page Headline, Washington Post – “President Obama 
Nominates New York Attorney Loretta Lynch for U.S. Attorney 
General Post.  Ms. Lynch is an experienced prosecutor with 
deep relationships inside the Justice Department and a long 
history of litigating political corruption, terrorism and organized 
crime cases.  In a statement, White House Press Secretary 

U.S. Attorney Loretta Lynch.  Photo source: Reuters

•

Josh Earnest elaborated: ‘Ms. Lynch is a strong independent 
prosecutor who has twice led one of the most important U.S. 
Attorney’s Offices in the country.  She will succeed Eric Holder, 
whose tenure has been marked by historic gains in the areas of 
criminal justice reform and civil rights enforcement.’  

Front Page Headline, GoldMoney – “Deflation Knocks on the 
Door. Researcher Alasdair Macleod writes: There is little doubt 
that deflationary risks have increased over recent weeks, if only 
because the U.S. dollar has risen sharply against other curren-
cies.  Understanding what this risk actually means, as opposed 
to what the talking heads say it means, will be central to financial 
survival; particularly for those with an interest in precious met-
als.  Economists associate deflation, or falling prices, with lack 
of demand.

Therefore, it follows that if this is allowed to continue, deflation 
will lead to business failures and ultimately, to bank insolvencies 
due to contraction of bank credit.  Thus, the reasoning goes, 
demand and consumer confidence must be stimulated in order 
to ensure this doesn’t happen.  When we judge the response 
to current events, we must bear this in mind.  For the moment, 
we have economic signals which must be worrying the central 
banks: the Japanese economy is imploding despite an aggres-
sive monetary stimulation policy and the euro zone is displaying 
the same developing symptoms.  The U.K. is heavily dependent 
upon trade with the euro zone and there is a feeling its strong 
performance is waning.  The chart below since August, shows 
how all this has been translated into their respective currencies. 

Source: GoldMoney

Particularly alarming has been the slide in these currencies 
since mid-October, with the yen falling precipitously.  Given the 
anticipated effect on U.S. price inflation, we can expect the Fed 
to act if these major currencies weaken further.  Central to un-
derstanding the scale of the problem is grasping the enormity of 
the capital flows involved.  The graph below shows the relation-
ship between non-U.S. currencies and the U.S. dollar itself.

•
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The relationship between the U.S. dollar’s monetary base and 
the global broad money supply is leverage of over 40 times.  As 
Japan and the euro zone face a deepening recession, capital 
flows will naturally revert back into the U.S. dollar, which is what 
appears to be happening today.  Economists who are still ex-
pecting American gross domestic product (GDP) growth, appear 
to have been slow to recognize the wider implications for the 
U.S. economy and the U.S. dollar itself.  The Federal Reserve, 
bearing the burden of responsibility for the world’s reserve cur-
rency, will come under pressure to ease the situation by weak-
ening the U.S. dollar.  To date, the Fed’s debasement of the 
U.S. dollar appears to have been remarkably unsuccessful at 
the consumer price level, which may encourage it to act more 
aggressively.  However, it best be careful: this is not a matter 
susceptible to fine tuning.     

For the moment, capital markets appear to be adapting to de-
flation on a piecemeal basis.  Analysts are lowering their GDP 
growth expectations for Japan, China and the Eurozone; while 
suggesting investors sell commodities.  They have yet to ap-
ply the logic to equities, plus assess the effect on government 
finances; however, when they do we can expect government 
bond yields to rise and equity prices to fall.  The decline in the 
price of gold bullion is equally detached from economic reality.  
While it is superficially easy to link a strong U.S. dollar to a weak 
gold price, this line of argument ignores the inevitable systemic 
and currency risks which arise from an economic slump.  The 
apparent mispricing of gold, equities, bonds and even curren-
cies, indicate they are all ripe for a simultaneous correction; 
driven by what the economic establishment terms as deflation, 
but what more correctly is termed an economic slump.”
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CLOSING LEVELS FOR FRIDAY, NOVEMBER 7TH.           WEEKLY CHANGE   

Dow Jones Industrial Average               17,573.93                   + 183.41 points

Spot Gold Bullion                                  $1,169.80 (U.S.)         – $1.80 per troy oz. 

Spot Silver                                             $15.81                        – $0.33 per troy oz. 

S&P / TSX Composite                           14,690.83                    + 77.51 points

10 – Year U.S. Treasury Yield               2.30%                         – 4 basis points 

Canadian Dollar                                    88.24 cents (U.S.)      – 0.48 cent

U.S. Dollar Index Future                       87.337                        + 0.422 cent

WTI Crude Oil Futures                         $78.65 (U.S.)              – $1.89 per barrel 

DJIA / Gold Ratio                                 15.023                         + 0.183 point

Gold / Silver Ratio                                73.99                           + 1.40 points  
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”Those who cannot remember the past are condemned to repeat it.” Santayana
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