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Front Page Headline, Financial Post – “Bank of Can-

ada Survey Indicates Business Outlook Brightening.  

The most recent quarterly central bank report of the 

Business Outlook Survey for the next 12 months – 

MONDAY, APRIL 7TH

involving about 100 corporate executives and conducted be-
tween mid-February and mid-March – reveals improving signs 
for corporate sales, investment growth and hiring plans.  The 
Bank of Canada reported: ‘A steady improvement in the U.S. 
economy and a depreciated Canadian dollar (CAD) are expect-
ed to provide support for future sales growth, together with firms’ 
efforts to create new business opportunities, develop new prod-
ucts and increase their market share.  Canadian firms report that 
orders from both international and domestic customers have 
generally improved relative to 12 months ago.  While many Ca-
nadian businesses anticipate that sales growth will be tempered 
by strong competition over the near-term, they continue to cite 
uncertainty regarding the timing of a strengthening in domestic 
demand.” See the chart on the following page.

Bank of Canada Governor Stephen Poloz.  
Source: Canadian Press

The Washington-based Congressional Budget Office (CBO) es-
timates the federal government incurred a budget deficit of $36 
billion (U.S.) in March – $432 billion (U.S.) annualized – com-
pared with a deficit of $107 billion   (U.S.) recorded in March 
2013.  For the first six months of this fiscal year ending Septem-
ber 30, 2014, the budget deficit totals $413 billion (U.S.), com-
pared with $600 billion (U.S.) over the same period a year ago.  

Front Page Headline, ZeroHedge – “Soaring Chinese Gold De-
mand and Its Geopolitical Strategy.”  Alasdair Macleod writes: ‘I 
started following China’s gold strategy over two years ago and 
was more or less on my own, having been tipped off by a contact 
that the Chinese government had already accumulated large 
amounts of gold, prior to actively promoting gold ownership for 
private individuals.  I took the view that the Chinese government 
acted for good reasons and that it is a mistake to ignore their ac-
tions, particularly where gold is involved … I believe that China 
is well on the way to gaining control of the international gold 
market, thanks to western central banks’ suppression of the gold 
price, which accelerated last year.  The basic reasons behind 
China’s policy are entirely logical:  
1. At the outset, China knew that gold was the West’s 
weak spot with actual monetary reserves massively overstated.  
Perhaps, their intelligence services may have compiled an ac-
curate assessment of how much gold there was left in western 
vaults and if they hadn’t, their Russian allies probably did.  Rep-
resentatives of the People’s Bank of China will have attended 
meetings at the Bank for International Settlements where pre-
sumably, these issues are openly discussed by central bankers.  

•

•



Monday April 7th, 2014



2. China has significant currency surpluses under U.S. 
control.  So, by controlling the gold market, China can flip val-
ue from U.S. Treasurys into gold as and when it chooses.  If 
required, this gives China ultimate financial leverage over the 
West.
3. By encouraging its population to invest in gold, China 
reduces the need to acquire U.S. dollars in order to control the 
renminbi/dollar exchange rate.  In other words, gold purchases 
by the public have helped absorb her trade surplus.  Further-
more, gold ownership insulates China’s middle classes from 
external currency instability, which has become an increasing 
concern since the Lehman crisis.   

For its geopolitical strategy to work, China must accumulate 
large quantities of gold bullion.  To this end, China has encour-
aged mine production, making the country the largest producer 
in the world.  It must also have control over the global market 
for physical gold and by rapidly developing the Shanghai Gold 
Exchange (SGE) and its sister the Shanghai Gold Futures Ex-
change (SGFE) the groundwork has been completed.  If western 
markets – starved of the physical metal – are forced to declare 
force majeure when settlements fail, the SGE and the SGFE will 
be in a position to become the world’s market for gold.  Interest-

ingly, Arab holders of gold have recently been recasting some of 
their old gold holdings from the London Bullion Metal Associa-
tion’s (LBMA) 400 ounce 995 standard into the Chinese one kilo 
9999 standard, which insures them against this potential risk.  
In a few years, China appears to have achieved dominance of 
the physical gold market.  Since January 2008, turnover on the 
SGE has increased from a quarterly average of 362 tonnes per 
month to 1,100 tonnes and deliveries from 44 tonnes per month 
to212 tonnes.  It is noticeable how activity increased rapidly for 
April 2013, in the wake of the dramatic decline in the gold price.  
From January 2008, the SGE has delivered from its vaults into 
public hands a total of 6,776 tonnes.  This is illustrated in the 
chart below.  

This is only part of the story, the part that is in the public domain.  
In addition, there is gold imported through Hong Kong and fabri-
cated for the Chinese retail market bypassing the SGE, changes 
of stock levels within the SGE’s network of vaults, the destina-
tion of domestic mine output and scrap, government purchases 
of gold in London and elsewhere and purchases stored abroad 
by the wealthy.  Furthermore, the Chinese diaspora throughout 
South East Asia competes with China for global growth stocks 
and its demand is in addition to that of China’s Mainland and 
Hong Kong.  
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Front Page Headline, New York Times – “U.S. Regulators Ap-
prove New Capital Rule.  Federal regulators have approved a 
rule that could put large U.S. banks on a firmer footing and en-
courage them to pare back potentially risky Wall Street activi-
ties.  The rule, known as the supplementary leverage ratio, puts 
a stricter cap on the amount of borrowing by banks to raise capi-
tal, in order to make loans and purchase securities acting as a 

•

principal, i.e. acting for their own account.  Regulators estimate 
that America’s eight largest banks would need to raise as much 
as $68 billion (U.S.) to $95 billion (U.S.) overall, in order to meet 
the requirements of the new rule.  Effectively, the new rule re-
quires large American banks to raise more money from share-
holders, while borrowing less from depositors and creditors.  The 
U.S. Federal Reserve, the Office of the Comptroller of the Cur-
rency and the Federal Deposit Insurance Corporation (FDIC) 
approved the rule today.  
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Issuing a statement, Thomas Hoenig, vice chairman of the 
FDIC noted: ‘Banks with stronger capital structures are in a bet-
ter position to lend, to compete favourably in any market and 
to achieve satisfactory results for investors.  Without sufficient 
capital, the opposite is true.”        

Thomas Hoenig, Vice Chairman of the FDIC.                               
Photo source: Reuters

Front Page Headline, Globe and Mail – “Quebecers Elect a Ma-
jority Liberal Government.  The decisive defeat of the separatist 
Parti Quebecois and election of a majority Liberal government 
to the provincial legislature should signal a turn to greater eco-
nomic stability and enhanced credibility on the fiscal front in the 
Canadian province.  In a memorandum to clients, Bank of Mon-
treal Chief Economist Douglas Porter noted: ‘From an economic 
perspective, a majority government – and silencing of referen-
dum talk – returns some political stability back to Quebec which 
should bode well for its flagging economy.’  David Watt, chief 
economist with HSBC Canada, commented: ‘Certainly, from the 
perspective of foreign investors, they are more comfortable with 
the separation issue fading into the background.”

Quebec Liberal Leader Philippe Couillard (center).           
Photo Source: Canadian Press

•

Canada Mortgage and Housing Corp. (CMHC) reports the na-
tion’s housing starts declined by 17.7% in March to a seasonally 
adjusted annualized pace of 156,823 units, following a down-
wardly revised 190,639 units in February, previously reported 
as 192,094.  In a separate release, Statistics Canada reported 
the value of the country’s building permits declined by 11.6% 
in February, as permits for multi-family homes fell sharply in all 
provinces.  

Front Page Headline, Mish’s Global Economic Analysis – “U.S. 
Treasury Warns China over Yuan Depreciation.  On condition 
of anonymity, a U.S. Treasury official has informed Bloomberg 
News: ‘A backtracking by China in its commitment to move to-
ward a market-determined exchange rate for the yuan would 
provoke serious concern in the Obama administration.  China al-
lowed the yuan to depreciate before widening the exchange rate 
band on March 17th.  The changes occurred as China continued 
to build current account surpluses, accumulate excessive for-
eign exchange reserves and attract significant net foreign direct 
investment.’  According to Nomura Holdings, since the beginning 
of this year, the People’s Bank of China has guided a 2.5% loss 
on the yuan to help curb speculative appreciation trades.
For several years, Washington has been pressing China to al-
low its currency to trade at higher values.  A weak yuan makes 
Chinese exports cheaper for U.S. consumers at the expense 
of U.S. producers.  A weaker yuan also makes Chinese con-
sumers less able to purchase foreign goods.  Last month, U.S. 
Treasury Secretary Jack Lew welcomed a decision by China to 
allow its currency to vary more against the U.S. dollar in daily 
trading … The U.S. Treasury noted the widening of China’s cur-
rency trading band came just after a drop in the yuan’s value, 
which coincided with reports of ‘considerable intervention’ in ex-
change markets by Chinese authorities.  That is exactly the sort 
of behavior Washington wants Beijing to stop.  So what if China 
floated the yuan?  Is it really clear … which way the yuan would 
trade if it freely floated?  Actually, in this regard, no one can be 
certain of anything!”

WEDNESDAY, APRIL 9TH

Front Page Headline, Bloomberg News – “GM Fined by U.S. 
Safety Agency.  General Motors’ failure to fully answer questions 
about why it waited several years to recall 2.59 million small 
cars over a defect linked to 13 deaths is testing the patience of 
lawmakers and regulators.  General Motors  responded to only 
one third of requests made by the U.S. National Highway Traffic 
Safety Administration (NHTSA) with an April 3rd. deadline and is 
being fined $7,000 (U.S.) a day.  An agency lawyer termed GM’s 
internal probe ‘irrelevant’ and threatened to refer the automaker 
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to the U.S. Department of Justice.  Congressional leaders an-
nounced they would schedule more hearings and expect more 
disclosure at that time from GM Chief Executive Officer (CEO) 
Mary Barra.  In a letter yesterday to Lucy Dougherty – general 
counsel of GM in North America – NHTSA Chief Counsel Kevin 
Vincent disclosed that GM has already accrued $28,000 (U.S.) 
in fines.  David Johnson, CEO of Strategic Vision LLC – a public 
relations company based in Atlanta, Ga. – commented: ‘GM ex-
ecutives can’t seem to get their stories straight.  They promised 
to be transparent, but now it looks like they’re hiding something.”   

THURSDAY, APRIL 10TH

Front Page Headline, Bloomberg News – “FOMC Downplays 
Predictions of Higher Fed Funds Rate.  According to the minutes 
of the March 18-19 meetings of the Federal Open Market Com-
mittee released yesterday in Washington: ‘Several Committee 
participants noted that the increase in the median (Fed Funds 
Rate) projection overstated the shift in the projections.  Some 
Committee members expressed concern that the Fed Funds 
Rate forecasts could be misconstrued as indicating a move by 
the Committee to a less accommodative reaction function … 
Committee members agreed there was sufficient underlying 
strength in the broader economy to support ongoing improve-
ment in labor market conditions.”

Front Page Headline, Financial Times – “U.S. Judge Accepts 
SAC Insider Trading Plea.  In Lower Manhattan Federal Court, 
Judge Laura Swain levied an unprecedented $1.8 billion (U.S.) 
fine against SAC Capital for insider trading infractions, marking 
an end to a decade long investigation which has forced the once 
legendary hedge fund to close itself off to outside investors.  In 
issuing her ruling, Judge Swain remarked: ‘The crimes which the 
defendants committed were not only, striking in magnitude, but 
also, striking in their disregard for the law.  Clearly, the crimes 
were solely motivated by greed.’  In addition, SAC founder and 
CEO Steven Cohen’s legal quagmire has not ended.  Mr. Cohen 
faces a potential bar from the securities industry if found liable 
over allegations by the Securities and Exchange Commission 
(SEC) that he failed to supervise his employees who engaged 
in insider trading.  Indeed, eight former SAC employees have 
pleaded guilty to, or have been convicted of insider trading.”

Front Page Headline, Times of London – “Huge Indebtedness 
Could Frustrate Global Economic Recovery: IMF.  Speaking as 
Finance Ministers from 180 countries gathered in Washington for 
the IMF / World Bank spring conference, IMF Managing Director 
Christine Lagarde warned: ‘World leaders are at risk of develop-
ing reform fatigue and of taking their eyes off the pressing need 
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to address huge debts and structural deficiencies which con-
tinue to undermine the global economic recovery.  Ms. Lagarde 
also expressed frustration at the continuing refusal of the U.S. 
to support internal reforms at the IMF, previously agreed to into 
2010 and designed to increase representation from developing 
nations and ease access to capital.”

Front Page Headline, Daily Telegraph U.K. – “British Economy 
Too Reliant Upon Consumer Spending: IMF.   Despite the IMF’s 
recent upgrade of U.K. gross domestic product (GDP) growth 
to 2.9% for 2014, IMF Managing Director Christine Lagarde 
raised concerns that the economic recovery was not being sup-
ported enough by business investment and export growth.  In 
an interview with American journalist Charlie Rose, Ms. Lagarde 
stated: ‘At the moment, the U.K. economic recovery is driven by 
domestic consumption.  The U.K must export more and invest 
more.  We certainly hope that the U.K. can … strengthen that 
GDP growth going forward and make it three engines powered.”            

IMF Managing Director Christine Lagarde.                     
Photo Source: Reuters  

The Labor Department reports U.S. initial claims for state unem-
ployment benefits declined by 32,000 to a seasonally adjusted 
300,000 in the week ended April 5th. while continuing claims 
fell by 62,000 to a seasonally adjusted 2.78 million in the week 
ended March 29th. See the first chart on the following page.

FRIDAY, APRIL 11TH
 
The University of Michigan / Thomson Reuters group reports 
their consumer confidence index rose to a preliminary reading 
of 82.6 in April, following a level of 80 in March.  Ian Shepherd-
son, chief economist at Pantheon Macroeconomics, observed: 
“Before we get too excited, note that the index has been at this 
level or better several times in recent years, only for then to fall 
back.  This time we think the odds favour sustained strength, 
in the absence of fiscal / political chaos and with stable energy 
prices; but confidence is still vulnerable to any correction in the 
stock market.”  

•
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Source: Pantheon Macroeconomics

Monday April 7th, 2014



The Labor Department reports the U.S. producer price index 
(PPI) rose by 0.5% in March, citing the cost of services – par-
ticularly at clothing and jewelry retailers and food wholesalers 
– increased by the most in four years.  In a memo to clients, Jay 
Morelock, an economist at FTN Financial in New York, noted: 
“About every six months, service prices seem to jump higher, 
however over the period of a year, service prices tend to reduce 
inflation more often than not.  One month of service price gains 
is not necessarily indicative of a trend.”

Front Page Headline, Business Insider – “The Biggest Exports 
of the World’s Major Exporting Economies.”  The analysts at 
Standard Chartered have just published an extensive report on 
global trade.  The map below highlights the major export prod-
ucts (as a percentage of total exports) for each of the world’s 
largest trading economies.

Source: IMF DOTS, Standard Charted Bank
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Front Page Headline, Mish’s Global Economic Trend Analysis 
– “85% of U.S. Pension Funds to Fail Within Three Decades.  
Hedge Fund Bridgewater Associates has recently completed an 
analysis of American pension funds and concluded that 85% of 
them will fail if annual rates of return average 4%.  Bridgewater 
notes that American public pensions have only $3 trillion (U.S.) 
to invest in order to cover future retirement commitments of $10 
trillion (U.S.) over the next several decades.  In point of fact, in 
order to meet those obligations, it would necessitate a 9% annu-
al rate of return.  With 30-year U.S. Treasurys yielding just 3.5% 
and with stock valuations priced at the high end, I would expect 
negative rates of return for the next 7 to 10 years.  Stretched 
out over 30 years, 4% could be about right, but 9% is out of 
the question … Bridgewater constructed a sophisticated model 
to simulate many of the possible market environments, in order 
to determine how they would affect public pensions’ resources.  
In 20% of those scenarios, public pensions exhaust their funds 
within 20 years and in 80% of the scenarios, public pensions will 
exhaust their funds within 50 years … Given that the only way 
to shed pension obligations is bankruptcy, a tsunami of U.S. mu-
nicipal bankruptcies lies on the horizon, unless some other legal 
maneuver is discovered.”      

•
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CLOSING LEVELS FOR FRIDAY APRIL 11TH.               WEEKLY CHANGES

Dow Jones Industrial Average       16,026.75                    – 385.96 points 

Spot Gold Bullion                           $1,319.00 (U.S.)         + $15.50 per oz.

S&P / TSX Composite                    14,257.69                   – 135.41 points 
 
10-Year U.S. Treasury Yield           2.62%                        – 10 basis points

Canadian Dollar                             91.08 cents (U.S.)     + 0.01 cent

U.S. Dollar Index Future                79.49                         – 0.928 cent
 
WTI Crude Oil Futures                  $103.74 (U.S.)           + $2.60 per barrel
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”Those who cannot remember the past are condemned to repeat it.” Santayana
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