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RBC reports its Canadian Manufacturing Purchas-

ing Managers’ Index (PMI) declined to a seasonally 

adjusted reading of 51 in January, following a level 

of 53.9 in December ;the lowest reading since April 

2013.  RBC cited reduced demand in the oil and gas
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sector weighed on the gauge for new orders which also fell 
to a reading of 50, while employment contracted to a level of 
49.4, ending eleven consecutive months of growth.  The 50 
mark separates expansion from contraction.  Craig Wright’ chief 
economist at RBC, commented: “The latest PMI data indicates 
that Canada’s manufacturers began the year with concerns and 
uncertainty about global economic growth prospects, financial 
market volatility and the sharp drop in oil prices.”   

The Commerce Department reports U.S. consumer spending 
declined by a seasonally adjusted 0.2% in January; the second 
consecutive monthly drop.    

•

Front Page Headline, Daily Telegraph U.K. – “French Factory 
Output Worse Than Greek.  Markit Economics reports France’s 
Purchasing Managers’ Index (PMI) for the manufacturing sector 
contracted to a reading of 47.6 in February, following a reading 
of 49.2 in January.  Markit observed: “Output at French facto-
ries declined for the ninth consecutive month, as new orders 
declined and export demand fell; while the domestic economy 
remained lacklustre, despite an 8% drop on the euro against the 
U.S. dollar since the beginning of the year.”   

Chris Williamson, Markit’s chief economist, added: “France, 
Greece and Austria represent the slow lane stragglers in Eu-
rope, with all three witnessing their manufacturing sectors con-
tract again in February.  However, France is the most worrying, 
not only because it trails behind all other European Monetary 
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Union countries, but it is also the only country experiencing a 
steepening downturn in manufacturing.”   

Ireland was the euro zone’s bright spot in February, as the coun-
try recorded the fastest rate of job creation on record.  Factory 
output rose to the highest level in 15 years, which helped to 
keep the overall euro zone manufacturing PMI unchanged at a 
reading of 51.”

Front Page Headline, Mish’s Global Economic Trend Analysis 
– “Moody’s Downgrades Chicago’s Credit Rating.  New York-
based Moody’s Investors Service has downgraded Chicago’s 
credit rating by one level to Baa2 with a negative outlook, af-
fecting the value of $8.2 billion (U.S.) of the City’s outstanding 
general obligation bond issues.  In its report, Moody’s analysts, 
Matthew Butler and Rachel Cortez wrote: ‘The City’s credit 
quality could weaken as unfunded pension liabilities grow and 
exert increased pressure on the City’s operating budget.  We 
expect substantial growth in unfunded pension liabilities, even if 
the City’s pension reforms survive an ongoing legal challenge.’   
The third most populous American City has $20 billion (U.S.) 
in unfunded pension obligations which it can’t address without 
the approval of the Illinois legislature.  Last June, state lawmak-
ers restructured two City pension plans with about $9.4 billion 
(U.S.) in unfunded liabilities for about 60,000 municipal workers 
and retirees, by forcing them to contribute more and by reducing 
benefits.  The changes did not apply to City employees in the 
police department or the fire department.

Last December, Chicago area labour unions sued to block the 
law and the litigation was placed on hold, pending the outcome 
of an Illinois Supreme Court ruling regarding a state pension 
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overhaul.  As a result of the Moody’s downgrade, Chicago may 
have to pay $58 million (U.S.) to unwind some interest rate 
swap agreements.  Moreover, the City is now closer to rating 
levels Baa2 and Baa3 which could force an additional $133 mil-
lion (U.S.) of payments.  In a recent interview, Laurence Msall, 
president of the Civic Federation – a non-partisan Chicago re-
search group – stated: ‘This is a very significant and negative 
development for the City of Chicago’s financial position.  This 
is a very big deal.’  Swap agreements, which issuers enter into 
with banks, exchange fixed interest payments with floating ones 
and are designed to reduce borrowing costs.  They can backfire 
when interest rates move in an unexpected direction; as hap-
pened in America with the Federal Reserve maintaining its Fed-
eral Funds rate target close to 0% since 2008.  Most swaps can 
be terminated if one party fails to maintain a minimum credit 
rating, requiring payment of the entire amount due.  According 
to Moody’s, Chicago has fifteen agreements tied to variable rate 
general obligation debt and one tied to variable rate sales tax 
bonds.  

Front Page Headline, Business Insider – “The Latest NYSE 
Margin Data.  Doug Short, an analyst at Advisor Perspectives, 
writes: Unfortunately the NYSE margin debt data is one month 
old when it is published.  Margin debt hit a trough in February 
2009, a month before the market bottomed in March.  It then 
commenced another major market cycle.  Real inflation-adjust-
ed debt reached its all-time high in February 2014, after which it 
declined sharply for two months.  However, by June it had risen 
to a level about 2% below its high and then oscillated within a 
relatively narrow range.  The latest data point for January is 4% 
below its real high of eleven months ago.”   

Source: Advisor Perspectives
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TUESDAY, MARCH 3RD

Statistics Canada reports the nation’s gross domestic product 
(GDP) expanded at an annual rate of 2.4% in the 4th. quarter 
of last year, following the 3.2% growth rate in the 3rd. quarter; 
citing higher production in the manufacturing sector, increased 
consumer spending, but also a sizeable build in inventories.  Av-
ery Shenfeld, chief economist at CIBC World Markets, noted: 
“The 4th. quarter figures weren’t quite as impressive in the de-
tails since they were partly driven by a big climb in inventories; 
with final domestic demand running at a moderate 1.5%, follow-
ing two quarters averaging above 3%.”     

Front Page Headline, Mineweb – “Could China Actually Possess 
30,000 Metric Tonnes of Gold Reserves?  Researcher Lawrence 
Williams writes: China’s official gold reserves total 1,054.6 met-
ric tonnes as reported to the IMF.  However, there is widespread 
belief that China has been secretly accumulating additional gold 
holdings during the past several years. 

Indeed, there is speculation that China may have amassed as 
much as 5,000 additional metric tonnes.  So, what are China’s 
real gold holdings?  The 30,000 metric tonnes figure was sug-
gested by Simon Hunt of Simon Hunt Strategic Services, who 
has a good track record of insights into China’s strategic ini-
tiatives as far as metals and minerals are concerned … Hunt 
makes the following points:

1. China will take strong action in the second half of this year to 
restructure its financial system, its heavy industry, manufactur-
ing and real estate sectors.  It will be what we call a period of 
‘controlled crisis’ that will not only shock most foreigners, but will 
also have global reverberations.  
2. China does not want its currency to be the global reserve cur-
rency, but rather an accepted medium of exchange for the settle-
ment of trade and a unit for central banks and others to retain in 
their foreign exchange portfolios.   
3. China does not trust Washington’s ability to manage the sole 
reserve currency unit in the interests of the rest of the world, only 
in its own interests.  Historically, America has used the inflation 
route to reduce its debts to the rest of the world.  In contrast, 
China is likely to link the Yuan to gold within three years.  Prior to 
that, the government must have its economy seen to have been 
restructured and stable even though the process will be painful.

Lately, there has been much talk in the media of ‘currency wars’ 
and Hunt reckons that China’s strategizing recognizes this and 
feels that a stable yuan – linked to gold – is key to any future 
global power plays to dominate the global financial order.  How-
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ever, as Hunt also comments, China doesn’t feel the need to set 
the yuan up specifically as a global reserve currency.  Indeed, 
it may well work in conjunction with Russia, which has recently 
been increasing its own gold holdings and perhaps, some other 
of the BRICS, to offer a gold-backed alternative to the U.S. dol-
lar, as others have suggested.  See also, Ian’s Investment In-
sights, The Implications of the Pending Collapse of Fiat Paper 
Money – January 30, 2015.

Some yuan internationalization is already in place with, to date, 
settlement agreements having been established with about 28 
countries and the establishment of a yuan trading centre in Zu-
rich through which yuan payments may be facilitated.  If China 
does have 30,000 metric tonnes of gold, then gold backing for 
its currency is certainly within the realm of credibility; but even if 
not, the amount of gold knowing to be flowing into China – and 
its likely accumulation of unreported gold reserves by the Cen-
tral Bank –would place it in a strong position for any future world 
financial realignment anyway.  However, 30,000 metric tonnes 
is a huge amount to have accumulated; although given China’s 
massive trade surpluses and a need to diversify its holdings 
away from the U.S. dollar, is not impossible.  The suggestion 
that China holds this amount of gold must be considered highly 
speculative, however, over the years one should have learned 
that China plans strategically very far in advance – one of the 
benefits of a controlled economy – and plays its cards very close 
to its chest, so one can’t just laugh off the prospect as fantasy.”    

Front Page Headline, Mish’s Global Economic Trend Analysis – 
“Australia’s Mining Bust Turns Communities into Ghost Towns.  
As miners have departed in droves, locals say the main street of 
Dalby resembles a ghost town these days.  Things have taken a 
turn for the worse since the glory days of the mining construction 
boom, with companies responding to falling commodity prices 
by pulling the plug on new projects and laying off workers across 
the Surat Basin.  The increasing exodus of workers, investment 
and money from the mining towns has left houses empty and 
businesses struggling, with many of those left behind wondering 
what to do next.  Di Reilly, owner of Mary’s Commercial Hotel 
on Dalby’s Cunningham Street, said much had changed since 
2013when thirsty miners packed into the pub every Friday and 
Saturday night.  Ms. Reilly reflected: ‘We used to open the old 
bar and the whole place would be chock-a-block.’   Things were 
going so well that Ms. Reilly began to renovate the pub before 
the numbers tapered off, leaving her with a half-renovated bar 
and a plummeting income.  The old bar now sits empty and 
non-renovated, a dusty reminder of plans gone awry.  Ms. Reilly 
mused: ‘They were saying that the boom was going to last for 10 
years, but obviously, it hasn’t.  I was going to renovate the whole 
pub, but everything just suddenly stopped.’      
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The impact on her hotel’s bottom line has been astonishing, with 
turnover last December down by $100,000 (AUD), slashed in 
half from the previous year.  Down the road, electronics retailer 
Colin Fountain speaks of the mining boom in the past tense: 
‘I’ve definitely noticed a slowdown.  Sometimes when you look 
down the street you’d think you were in a ghost town.’  Further 
west in Chinchilla, the effects of the mining construction boom 
have mainly been felt in the real estate sector, where rents and 
house prices once doubled from cash heavy workers arriving 
in town.   Long-term residents revealed that many pensioners 
had been forced to leave because of high housing prices and 
now that prices have declined, some weren’t returning.  One real 
estate agent exclaimed: ‘There’s one hell of a lot of property on 
the market,’ i.e. about 400 houses are for sale or rent, but buyers 
are scarce.”  

WEDNESDAY, MARCH 4TH

Following its monthly monetary policy meeting, the Bank of 
Canada issued a press release, stating: “Financial conditions in 
Canada have eased materially since January in response to the 
Bank’s recent monetary policy action and to global financial de-
velopments.  This easing is reflected across the bond yield curve 
and in a wide range of asset prices, including the Canadian dol-
lar.  At present, we judge that the current degree of monetary 
stimulus is still appropriate (with the Bank Rate at 0.75%) and 
that the risks to the inflation outlook and financial stability are 
now more balanced.

Bank of Canada Governor Stephen Poloz.    
Source: Globe and Mail

The Roseland, New Jersey-based ADP Research Institute re-
ports U.S. companies added 212,000 workers to private payrolls 
in February.  Mark Zandi, chief economist at Moody’s Analyt-
ics in West Chester, Pa. noted: “While job gains remain broadly 
based, the trend is slowing from the torrid pace of recent months, 
as the collapse in oil prices has begun to weigh on energy re-
lated employment.”  
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Front Page Headline, Bloomberg News – “Fed’s Beige Book 
Reveals Sectors Weakened by Strong Dollar and Low Oil Pric-
es.  The Beige Book is prepared to give Federal Open Market 
Committee (FOMC) officials a snapshot of economic conditions 
across America as they prepare for their next monetary policy 
meeting on March 17th. and 18th.  The report is a collection of 
anecdotes from business contacts in their dozen Fed districts, 
covering economic activity from early January through mid-Feb-
ruary.  Overall, the report found moderate economic growth in 
six of the Fed’s twelve districts with mixed but generally slower 
growth in the other regions.  For example, manufacturers in Bos-
ton, Cleveland and Chicago – plus the farm sectors in Texas 
and California – were struggling to adjust to weaker demand 
for their exports due to the high value afforded the U.S. dollar.  
Meanwhile, energy exploration in North Dakota, Texas and the 
Gulf of Mexico declined due to reduced demand resulting from 
lower oil prices.”  

Oil rigs extract petroleum near Culver City, California.        
Source: Getty Images

Front Page Headline, Daily Telegraph U.K. – “Euro Zone Faces 
First Regional Bankruptcy.

Skiers take to the slopes on the Carinthia / Slovenia Border.           
Photo source: Alamy
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International Business Editor Ambrose Evans-Pritchard writes: 
The Alpine region of Carinthia faces probable bankruptcy af-
ter Austria’s central government refused to vouch for debts left 
by a disastrous banking expansion in Eastern Europe and the 
Balkans.  It would be the first sub-sovereign default in Europe 
since the Lehman Brothers crisis, comparable in some respects 
to the bankruptcy of California’s Orange County in 1994, or the 
City of Detroit in 2013.  Austria’s Finance Minister Jorg Schelling 
determined Vienna would not cover 10.2 billion euros in bond 
guarantees issued by the Carinthian authorities for the failed 
lender Hypo Alpe Adria, or for the Heta resolution fund which 
succeeded it.  This leaves the 550,000-strong province on the 
Slovene border to fend for itself as losses spin out of control.  
Mr. Schelling insisted: ‘The Austrian government won’t waste 
another euro of taxpayer money on Heta which has already cost 
taxpayers 5.5 billion euros.  There must be an end to moral haz-
ard.’  Austria has stated it will cover one billion euros of its own 
guarantees, but nothing additional.   

Sources in Vienna suggested that even senior bondholders are 
likely to face a 50% write down, becoming the first victims of 
the euro zone’s tough new ‘bail-in’ rules for creditors.  These 
rules are already in force in Germany and Austria, plus they will 
be mandatory everywhere by next year.  Nicholas Spiro, a sov-
ereign bond strategist, commented: ‘We are at a very delicate 
phase when Europe’s banking system switches from a bail-
out regime into a much tougher bail-in regime and Austria has 
just thrown this into sharp relief.’  The biggest bondholders are 
Deutsche Bank’s DWS Investment, Pimco, Kepler-Fonds and 
Blackrock.  The World Bank also owns 150 billion euros of Hypo 
debt. 

Source: Daily Telegraph

 

Austria’s banking regulators surprised markets by intervening 
over the weekend to wind down Heta and suspend debt pay-
ments until 2016, after discovering a further shortfall in capital of 
7.6 billion euros.  The January surge in the Swiss franc, follow-
ing the collapse of Switzerland’s currency floor against the euro, 
appears to have been the last straw; setting off another wave of 
likely losses from Eastern European mortgages denominated in 
Swiss francs.                

Marc Ostwald at Monument observed: ‘This is getting bigger and 
bigger.  They kept kicking the can down the road but it is finally 
catching up with them and Heta won’t be the last.  There is a 
hint of the Irish situation in this story.  Carinthia stood as guaran-
tor for debts which it could not possibly cover.  There are many 
regions which could slide into difficulties, including Belgium’s 
Wallonia, or the Italian region of Sicily.’  The Hypo bonds were 
underwritten in the boom years before the Lehman crisis by 
Austria’s populist leader Jorg Haider, then governor of Carinthia, 
leaving it to a subsequent social democratic team in Klagen-
furt to sort out the mess.  Carinthia Governor Peter Kaiser has 
stated that his government is not liable for the debts unless Heta 
is definitively declared bankrupt – as opposed to just a morato-
rium – and vowed to defend his region in the courts. Mr. Kaiser 
warned: ‘Carinthia would face a dramatic situation if bankruptcy 
occurred.’   

Austria has not suffered any immediate fallout from Heta’s lat-
est woes.  It was able to market 5-year bonds yesterday at a 
negative yield for the first time ever, as investors scrambled to 
amass EMU sovereign debt before the European Central Bank 
launches quantitative easing next week.  The ECB aims to pur-
chase 60 billion euros of bonds every month, but there is already 
a chronic shortage of assets available on the market.  

Source: International Monetary Fund

The QE effect masks the underlying reality that Austria is no lon-
ger a blue chip borrower.  Fitch Ratings stripped the country of 
its AAA sovereign credit rating last month, downgrading it to AA 
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(High).  Fitch commented: ‘Within a short space of time, the debt 
dynamics of Austria have deteriorated significantly.  The debt 
ratio is likely to peak at 89% of gross domestic product (GDP) 
this year – 15 percentage points higher than expected just 18 
months ago –due to the lingering effects of the banking crisis 
and weak growth in nominal GDP.  The various bank bail-outs 
have cost 11% of GDP, twice the amount of Britain’s travails.  
Moreover, Austrian banking exposure to Russia, Ukraine and 
the rest of Eastern Europe is 194 billion euros, or 59% of the 
country’s GDP; although part of this is acting as a conduit for 
investors in Western Europe.’  

William Jackson at Capital Economics noted: ‘Austrian banks 
face a double squeeze as borrowers in Hungary and the Balkans 
struggle with both deep property slumps and a slide in their local 
currencies.  These foreign currency debts are a slow burn is-
sue, so the non-performing loans emerge over time.’  In its latest 
health check on Austria, the International Monetary Fund (IMF) 
named three large banks which are vulnerable to any shocks:  
‘At Raiffeisen, Erste and Volksbanken risks remain elevated.  
Bank profitability suffers from increasing non-performing loans, 
risk costs and write-offs.  Austria’s reform measures have largely 
stalled.’  Austria has one of the highest barriers to services in 
Europe; the worst subsidies at 3.7% of GDP; the highest tax 
share on labour at 58% of GDP; a high rate of early retirement 
and high state spending at 52% of GDP, compared with 45% in 
Germany.”

Front Page Headline, Mineweb – “Junior Exploration Compa-
nies Enjoying Better Success than Senior Entities.  Reporter 
Kip Keen writes: As the annual Prospectors and Developers As-
sociation Conference (PDAC) unfolds in Toronto, here’s a nice 
toast to junior explorers in an analysis of exploration success 
by Richard Schodde, the principal at Minex Consulting.  Junior 
explorers beat senior companies at finding deposits, both in ex-
ploration costs and in the number of discoveries made.    

In a presentation covering the state of the Canadian exploration 
industry, Schodde noted: ‘Over the last decade, junior explor-
ers did a 30% better job.  Seniors spent $12.5 billion (CAD) in 
Canada, while juniors spent $14.6 billion (CAD).  While they put 
roughly the same amount of money into the ground, seniors only 
made 21 discoveries while juniors made 66 during the past 10 
years.  The value discovered by juniors was $12.1 billion (CAD) 
versus $7.9 billion (CAD) for seniors.  Interestingly, in terms of 
the types of discoveries, the numbers were more evenly matched 
at the higher end of the scale of deposit size.  Seniors edged 
out juniors in making discoveries of the larger Tier 1 and Tier 2 
deposits: 8.7 of them versus 7.3 for the juniors.  It’s a surprising 
result.’  Clearly, it is somewhat surprising because seniors have 
access to greater resources, but they don’t necessarily create 
more value for that reason … Ultimately, juniors create more 
value for their efforts. It all indicates that they can hold their own 
against the big boys.”     

THURSDAY, MARCH 5TH

The Commerce Department reports U.S. factory orders declined 
by 0.2% in January, the sixth consecutive monthly drop.  Exclud-
ing transportation, orders fell by 1.8%.  December’s figure was 
upwardly revised to a decline of 2.8%, previously reported as a 
drop of 3.4%.  

The Labor Department reports U.S. initial claims for state unem-
ployment benefits increased by 7,000 to a seasonally adjusted 
320,000 in the week ended February 28th. while continuing 
claims rose by 17,000 to 2.42 million in the week ended Febru-
ary 21st. citing continuing severe winter weather, particularly in 
the Northeast.  Brian Jones, an economist at Societe Generale 
in New York, noted: “There were some storms in the second half 
of February which struck a variety of areas in the country.  Any-
body who’s involved in working outdoors and they’re unable to 
work, then they’re going to file the paperwork.” 
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Front Page Headline, Seeking Alpha – “Year End Gold Reserves 
Plummet in 2014.  It is the beginning of 2015and now is the time 
when gold mining companies issue their year-end gold reserve 
calculations, which give investors a glimpse into future produc-
tion, since these are in-ground ounces that gold companies 
consider economic.  Since we believe that gold production will 
decline drastically over the next decade, this is very important to 
monitor in order to validate our thesis.  

1.  According to industry analysts, gold production will peak in 
2015 and decline drastically thereafter.
2.  Year-end gold reserve reports confirm that exploration pro-
grams are not replacing currently mined gold.
3.  Slashed exploration budgets indicate that without a miracu-
lous set of discoveries, there is no reason to believe that current 
gold reserves will be replaced during 2015.   
4.  Without a higher gold price, future production will continue 
to decline, as money supply and the global population increase 
makes gold very attractive, even without a financial crisis.  
To date, we have not seen significantly lower production from 
the majors, but we wanted to remind investors that mines do not 
close overnight.  Rather, it takes some time, as evidenced in an 
excellent chart by Goldcorp.

Source: ZeroHedge; Goldcorp

• As investors can determine from the above chart, gold industry 
analysts are predicting a huge decline in production beginning in 
2016.  This drop almost exactly mirrors the decline in discover-
ies over a 20-year lag period – the time to develop and permit 
mining – all very logical.  If this unfolds as expected, we can an-
ticipate a much higher gold price as production drops while the 
world’s money supply increases.  Moreover, this is ignoring any 
increase in demand from developing nations, as their popula-
tions become more affluent.  

2014 Year-End Gold Reserves

So, how do we verify that this is what we are seeing?  This is 
where the mineral reserve statements are helpful, since they re-
flect how much gold that mining companies confidently expect 
will be left in the ground.  Growing reserves mean that compa-
nies are replacing the gold that they are currently mining; while 
declining reserves mean that current production is not being re-
placed.  Thus, if gold reserves are increasing, we can expect 
future production to rise and vice versa.
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Source: Hebba Investments

So, we compiled some of the gold reserve reports of several 
top gold producers as seen in the chart above.  We only used 
proven and probable gold reserve figures, since these are the 
only economically viable reserve calculations.  Obviously, dur-
ing 2014 gold reserves declined dramatically by more than 27 
million ounces.  In point of fact, the only miner that increased 
gold reserves was Agnico Eagle, due to its acquisition of Osisko 
which added 4.3 million reserve ounces.  Without that takeover, 
Agnico would also have seen its gold reserves decline.  Addi-
tionally, this all happened despite miners using the exact same 
reserve calculation price as in 2013.  It was not due to using 
a lower gold price calculation.  We want to stress the fact that 
not only is this unhealthy, but also, not normal, since the mining 
industry needs to replace gold reserves every year, in order to 
remain viable and continue to produce.  Without growing gold 
reserves – or at least flat gold reserves – future gold production 
will almost certainly decline; which plays very well with our thesis 
on future gold production.  

The only way that we can expect gold reserves to increase is 
if we begin to see a technological revolution like we have wit-
nessed in the U.S. shale oil industry, or if explorers are finding 
a lot of new discoveries.  As for the technological revolution, we 
have seen nothing in the mining industry which seems new or in-
novative enough to drastically change the industry.  This comes 
as no surprise, since mining for metals is decidedly more difficult 
and complicated than drilling for oil.  Finally, as evidenced by 
Goldcorp’s chart, major gold discoveries have declined to de-
cade lows because we are simply not discovering any new large 
gold deposits which are viable in the $1,200 (U.S.) to $1,300 
(U.S.) price range per troy ounce.    

Front Page Headline, Mish’s Global Economic Trend Analysis 
– “Austria Imposes Debt Moratorium on Heta ‘Bad Bank.’  Aus-
tria’s Financial Market Authority (FMA) stepped in last weekend 
to wind down ‘bad bank’ Heta Asset Resolution and imposed a 
moratorium on debt repayments by the bank, which was estab-
lished last year from the remnants of defunct lender Hypo Alpe 
Adria.  This step, enabled by new legislation which gives bank-
ing supervisors more power to intervene, followed an outside 
audit of Heta’s balance sheet which exposed a capital shortfall 
of up to 7.6 billion euros ($8.51 billion U.S.) which the Austrian 
government was not prepared to cover.  The moratorium on re-
payment of principal and capital is in effect until May 31, 2016, 
giving the FMA time to fashion a detailed plan to ensure equal 
treatment of all creditors.  More than 9.8 billion euros of debt is 
affected, including senior notes worth 450 million euros due on 
March 6th. and 500 million euros due on March 20th.   

On its website, the FMA noted that creditors can be forced to 
contribute to the costs of winding down Heta –or ‘bailed in’ – 
under new European legislation which Austria adopted this year 
in order that taxpayers do not have to shoulder the entire bur-
den.  In an absurd statement, the FMA added: ‘Heta was not 
insolvent.’  It would seem that the former good bank and the 
current ‘bad bank’ are both effectively now defunct.”  See also, 
Economic Winter, Implications of the Impending Collapse of the 
Fiat Paper Money System – The Collapse of the Credit Anstalt 
Bank of Vienna, February 20, 2015.     

Front Page Headline, b.holter @yahoo.com “Choosing Your 
Poison.  Bill Holter writes:  The revelation over this past week-
end by Hypo Alpe Adria has been called by some as Austria’s 
‘Lehman moment’.  This may very well be on a micro scale, but 
I believe it to be the Credit Anstalt moment on a macro scale.  
If you recall history, the Austrian Credit Anstalt Bank was the 
first domino to fall in 1931which quickly spread across the globe 
and caused the banking system to plunge into default mode.  
There are many similarities to the world today when compared 
to that world of 1931.  Debt had become prevalent leading into 
the stock market crashes of 1929 and margin debt had exploded 
and caught many offside, just as it did in 2007-2009.  The more 
recent episode had even more leverage via the use of deriva-
tives.  I note this because the leverage ratios are far higher today 
than they were 80 years ago. 

The world was also in the midst of currency wars.  Back in the 
1930s, the global economy had slowed – just as it has today – 
and consumption was not keeping pace with production.  This 
same anomaly exists today in the zones – think China and Asia 
– where production has been moved in order to lower costs.  
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What happened in the 1930s was considered a time of ‘beggar 
thy neighbour’.  Countries purposely weakened their own cur-
rencies in order to undercut the sales price of goods produced 
by other countries.  This morphed into trade wars and ultimately 
into World War II.  Other similarities were the fact that after 1929, 
unemployment rose, economic activity slowed and the finan-
cial sector was being squeezed with weakening and defaulting 
loans.  By no means is the current day a carbon copy of what it 
was back in 1931, but there is a definite ‘rhyme’ to it.

I would be remiss if I did not mention one major difference be-
tween the 1930s, the days of Lehman collapsing and today.  The 
most dangerous ‘policy cure’ undertaken in 2008and onward is 
governments and their central banks putting their own balance 
sheets on the line.  This did not happen in the 1930s; if a bank 
went bad, then it declared bankruptcy.  Of course, the captains 
of industry did make efforts to save things, but the federal gov-
ernment largely stayed out of it, but not so today.  Almost nothing 
was ‘allowed’ to go bankrupt until Lehman was allowed to fail. 

Very few dreamed how quickly and completely credit dried up 
after Lehman failed.  This is the reason nothing was allowed to 
fail afterward, for fear of a domino effect taking everything with it.  
Last year, the United States, Europe, Britain, Canada and oth-
ers all figured out they could not go another round of bailouts.  It 
was not that they had a come to Jesus moment and decided to 
let losers, lose.  No, these governments all calculated the simple 
math that they could no longer afford to bail out insolvent institu-
tions, especially the behemoths.  This is why the legislation of 
‘bail-ins’ came forward.  However, there is still a big problem 
with governments allowing market forces to cleanse bad debt 
and bad banks because of the size and the scope of the poten-
tial losses involved.  I am not just talking about the size of the 
losses, although this is certainly important.  No, I am speaking of 
the ‘number’ of losses and what ‘investors’ will then decide to do.  
Allowing bail-ins to occur will mobilize investors in a hurry.  Once 
people discover they are creditors of their bank, they will begin 
to move.  Even though the bail-in laws were passed last year, 
publicized and well known, no one cared because it hadn’t hap-
pened to anyone.  Now, this will most likely change with Hypo 
and people will see a real case of real losses. 
  
We should begin to see a move to ‘safety’ soon.  The previous 
moves have been those of moving for yield because very little 
was available.  Safety, or ‘risk factors’ did not matter because no 
one was ever allowed to lose.  Of course, this has all changed 
with the Hypo moment.  If made to wager, the Hypo moment 
may be very much like the Lehman moment in that it may be the 
last insolvency allowed.  This is a very difficult one to call be-

cause both choices lead to the very same ‘death’ though by dif-
ferent means.  We can go the route of bail-ins where depositors 
are spooked into bank runs all over the world, or resume more 
bailouts and fund them with quantitative easing.  In reality, the 
original questions back in 2008-09 have neither been answered, 
nor really even addressed.  Nothing has been fixed, nothing has 
improved and the truth is nothing has changed.  More to the 
point, the reality of ‘inflate or die’ is still present.  Although we 
watched this fade into the background by the inflations of the 
various and global QE undertakings, the choice must be made 
again, inflate or die; which poison will be chosen?

This is a very interesting crossroads because given the choice, 
inflation will likely be chosen, thus further currency debasement 
and destruction. The problem is that deflation continues to gnaw 
away at bank ‘assets,’ hypo being the first admission.  If there 
are losses taken and ‘creditors’ made to realize same, masses 
will decide they do not want to be in ‘creditor status.’ Bank runs, 
plus the sale of all sorts of financial credits, will follow.  The global 
banking system will become unfunded, so to speak, in very rapid 
fashion.  Al this boils down to one very simple choice, ‘choosing 
your poison.’  The only question remaining is whether the choice 
is allowed, or do market forces rule and decide for the central 
bankers?  What does this mean to you?  It means you need to 
decide whether you want to be a creditor, or whether you want 
to be an asset holder.  Currencies and the institutions that ‘hold 
them’ for you will be weakened and ‘run.’  Your obvious alterna-
tive is to become your own bank, holding real money that cannot 
default.  The key to this game is not to be defaulted upon.  The 
only way to do this is by having neither counterparty risk to your 
account, nor your currency.  Physical gold in hand is your obvi-
ous solution and this decision will become obvious very soon.”    

FRIDAY, MARCH 6TH

The Federal Reserve reports U.S. consumer credit grew at a 
seasonally adjusted annual rate of 4.2% in January for a gain 
of $11.6 billion (U.S.); the slowest growth pace since November 
2013.  Meanwhile non-revolving debt,  such as car loans and 
student loans, grew at a 6.3% rate.  Revolving debt, such as 
credit cards, declined at a 1.6% annual rate in January, following 
an 8.4% gain in December.     

The Labor Department reports U.S. non-farm payrolls increased 
by 295,000 in January while the official unemployment rate de-
clined to 5.5%, the lowest in almost seven years.  However, 
the report cited little improvement in wages, one of the biggest 
missing pieces of the economic recovery.  Megan Greene, chief 
economist at John Hancock Asset Management, commented: 
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“There is still considerable slack left in the labor market.  As long 
as there isn’t upward pressure on wages, there won’t be upward 
pressure on the inflation rate.”  

The Commerce Department reports the U.S. trade deficit nar-
rowed to $41.8 billion (U.S.) in January, from a revised $45.6 
billion (U.S.) in December, citing the data reflected a labour dis-
pute at West Coast ports, thereby disrupting supply chains for 
American companies.  Imports declined by 3.9% while exports 
fell by 2.9%.  

Statistics Canada reports the nation’s building permits issued in 
January declined by 12.9% to $6.13 billion (CAD), citing sharply 
lower construction intentions for non-residential buildings – such 
as educational institutions, medical facilities and nursing homes 
– in the major provinces of Alberta, Ontario and British Colum-
bia.  The value of residential permits declined by 7%, largely due 
to a 21% drop in permits for multi-family dwellings, the fourth 
consecutive monthly decline.

The Federal Statistics Office reports German industrial produc-
tion rose by 0.6% in January – the fifth consecutive monthly gain 
– citing a 5% surge in construction activity and following an up-
wardly revised gain of 1% in December.  

Statistics Canada reports the nation’s trade deficit widened to 
$2.45 billion (CAD) in January, doubling from a revised trade gap 
of $1.22 billion (CAD) in December; citing the second-highest 
trade deficit on record as prices received for the country’s crude 
oil exports declined by 23%.  Excluding oil, exports increased 
by 0.2% on gains from the nation’s automobile and aircraft in-
dustries.

•

•
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Front Page Headline, Daily Telegraph U.K. – “ECB Holds Noose 
around Greek Necks: Tsipras.  In an interview with Der Spie-
gel magazine, Greek Prime Minister Alexis Tsipras appealed to 
the European Central Bank to alleviate pressure on his cash 
strapped country.  Referring to the central bank’s reluctance to 
resume ordinary lending to Greek banks, Mr. Tsipras stated: 
‘The ECB is still holding the rope which we have around our 
necks.’  The ECB has also rebuffed Greek appeals to raise the 
limit on short-term debt issuance, as it faces 6.5 billion euros in 
payments prior to March 31st.  

Mr. Tsipras warned: ‘Should the ECB continue to resist Greek 
pleas for assistance, the thriller we saw before February 20th. 
will return,’ referring to the market turmoil which gripped Greece 
as it carried out protracted negotiations with its creditors.  Greece 
made its first 300 million euro payment to the International Mon-
etary Fund (IMF) last Friday.  It faces another 1.28 billion eu-
ros in loan redemptions to the IMF prior to the end of March.  
However, the Greek government is scrambling to find the funds 
which it needs to meet its obligations to creditors during March 
because Athens is not due to receive 7.2 billion euros of bailout 
money before April.  ECB President Mario Draghi has stated: 
‘A collateral waiver on Greek bonds would only be reinstated 
once a successful completion of the bailout review is in place.’  
At present, Greek banks must rely upon any form of emergency 
funding to stay afloat, since a considerable amount of capital 
has fled the country.
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Prior to a meeting of European finance ministers last Monday, 
Greek Finance Minister Yanis Varoufakis submitted an eleven 
page list of reforms that his government intends to vary out, in 
order to unlock the vital cash it needs from its creditors.  The pro-
posals included measures to fight tax evasion using students, 
tourists and housekeepers as undercover tax inspectors.  Fol-
lowing the ECB’s hostility to Greece’s woes, Mr. Tsipras asked to 
meet with the European Commission’s Jean Claude Juncker but 
was refused, according to a Greek government source.  A Syriza 
spokesman suggested: ‘A meeting between the two could take 
place next week to discuss how Greece will utilize European 
funds in order to address the looming humanitarian crisis and 
the unemployment problem.’  

Amid fears that Greece will not live up to its election promises, 
Mr. Varoufakis has promised: ‘Our government has alternative 
plans to cover financing shortfalls over the next 21 days.  We ap-
proach the negotiations with optimism and with especially good 
preparation.  The answer to the question of whether there is an 
alternative is that there is one.’  Athens has suggested it could 
use pension fund reserves at the central bank in order to ease 
its liquidity problems.  Greece’s central bank governor Yannis 
Stournaras claimed: ‘There is no danger that the government 
will fall prey to insolvency woes because the Greek banks are 
sufficiently capitalized and have secure liquidity.  There is ab-
solutely no problem with deposits and the government will be 
working non-stop over the weekend to secure a positive result 
on Monday.”   

Front Page Headline, Gold Money – “The New London Gold Fix 
and China.  Researcher Alasdair Macleod writes: The physical 
gold market will undergo radical change when the four London 
gold price fixing banks transfer the twice-daily gold price fix to the 
International Commodity Exchange’s trading platform on March 
20th.  Post April 1st. the Financial Conduct Authority (FCA) will 
extend its powers from regulating the market participants to reg-
ulating the gold price fix as well.  This will transfer price control 
away from the bullion banks, allowing direct access to the price 
fixing process for all direct participants and sponsored clients.  

From this flow two important consequences.  Firstly, the London 
market is changing from an unregulated to a partially regulated 
market, reducing room for price manipulation.  Secondly, the 
major Chinese state-owned banks, assuming they register as 
direct participants, have the opportunity to dominate the London 
physical market without having to deal through one of the cur-
rent price fixing banks.  No announcement has been made who 
the direct participants will be, but it is a certainty that China will 
be represented.  

Implications of Becoming a Regulated Market

Under the current regime, a buyer or a seller on the gold price 
fix must deal with one of the four price fixing bullion banks.  The 
information gained by them from seeing this business is cru-
cial, giving them a quasi-monopolistic trading advantage over 
all other dealers.  Instead, buyers and sellers will be anonymous 
during the auction process.  Therefore, the new platform should 
ensure equal opportunity, eliminating the advantage enjoyed by 
the price fixing banks.  Crucially, it will change market domina-
tion from the privileged fixing members in favour of the deepest 
pockets.  These are most likely to be China’s through the state-
owned banks which already control the largest physical market 
in Asia at the Shanghai Gold Exchange (SGE).

China’s Gold Strategy

Actually, China took its first deliberate step towards eventual 
domination of the gold market as long ago as June 1983, when 
regulations on the control of gold and silver were passed by the 
State Council.  The following Articles excerpted from the English 
translation set out the objectives very clearly: 

Article 1.  These regulations are formulated to strengthen control 
over gold and silver requirements for its economic development 
and to outlaw gold and silver smuggling and speculation and 
profiteering activities. 
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Article 3.  The State shall pursue a policy of unified control, mo-
nopoly purchase and distribution of gold and silver.  The total 
income and expenses of gold and silver of State origins, the 
armed forces, organizations, schools, state institutions, private 
institutions and collective urban and rural economic organiza-
tions (herein after referred to as domestic units) will be incorpo-
rated into the State plan for the receipt and expenditure of gold 
and silver.

Article 4.  The People’s Bank of China shall be the state entity 
responsible for the control of gold and silver in the People’s Re-
public of China.

Article 5.  All gold and silver held by domestic units, with the 
exception of raw materials, equipment, household utensils and 
momentos which the People’s Bank of China (PBC) has permit-
ted to be kept, must be sold to the PBC.  No gold or silver may 
be personally disposed of, or kept without authorization.

Article 6.  All gold and silver legally gained by individuals shall 
come under the protection of the State.  

Article 8.  All gold and silver purchases shall be transacted 
through the PBC.  No unit or individual shall purchase gold or 
silver unless authorized, or entrusted to do so by the PBC.

Article 12.  All gold and silver sold by individuals must be sold 
to the PBC.

Article 25.  No restriction shall be imposed on the amount of gold 
and silver brought into the People’s Republic of China, but dec-
laration and registration must be made to the Customs authori-
ties of the People’s Republic of China upon entry.  

Article 26.  Inspection and clearance by the People’s Republic of 
China Customs of gold and silver taken or retaken abroad shall 
be made in accordance with the amount shown on the certificate 
issued by the PBC, or the original declaration and registration 
form made upon entry.  All gold and silver without a covering 
certificate, or in excess of the amount declared and registered 
upon entry shall not be allowed to be removed from the country.  
Additionally, China has deliberately developed her gold produc-
tion regardless of cost, so that in the world today she is by far the 
largest producer.  State-owned refineries process this gold along 
with the gold imported from elsewhere.  None of this gold leaves 
China.  The regulations quoted above formalize the State’s mo-
nopoly over all gold and silver which is exercised through the 
PBC and they allow the free importation of gold and silver, but 
keep exports under very tight control.  On the basis of these 

regulations and as subsequently amended by the PBC when the 
SGE was established and remains under its total control.  The 
intent behind the regulations is not to establish or permit the free 
trade of gold and silver, but to control these commodities in the 
interest of the State.  

This being the case, the growth of China’s gold imports, record-
ed as deliveries to the public since 2002, is only the most recent 
evidence of a deliberate act of policy embarked upon thirty-two 
years ago.  China had been accumulating gold for nineteen 
years before she allowed her own nationals to purchase any, 
when private ownership was finally permitted.  Furthermore, the 
gold bullion was freely available because in seventeen of those 
years gold was in a severe bear market, fuelled by a combina-
tion of supply from central bank disposals, leasing, scrap, rap-
idly-increasing mine production and investor selling; all of which 
I estimate totaled about 76,000 metric tonnes.  The two largest 
buyers for all this gold for much of the time were Middle East 
countries and China.  

Put in another context, the cost of China’s 25,000 metric tonnes 
of gold equates to roughly 10% of her exports over the period 
and in particular, the 1980s and early 1990s also saw huge capi-
tal inflows when multinational corporations were building facto-
ries in China.  However, the figure for China’s gold accumula-
tion is at best informed speculation; but given the determination 
expressed in the 1983 regulations and subsequent events, it is 
clear that China had deliberately accumulated a significant un-
declared stockpile by 2002.  

To date, China’s long-term plans for the acquisition of gold ap-
pear to have achieved some important objectives.  Deliveries to 
the public through the SGE since only 2008 totaled 8,459 metric 
tonnes, gross of returned scrap probably in excess of 9,500 met-
ric tonnes since 2002, given estimated domestic mine produc-
tion of 1,352 metric tonnes between 2002 and 2007.  With such 
a large commitment to this market, we must now anticipate the 
next stage for China’s gold policy, which is why the changes in 
London may be important.  China now has the opportunity to 
assume a dominant role in London, without having to direct its 
order flows through the gold price fixing banks.  Therefore, it is 
no exaggeration to say that from March 20th. onward, China will 
be able to control the global physical market, which will enable 
her to manage the price.  Not only does China have the deepest 
pockets, but she also has largest single gold stockpile.    
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China’s Motives      

China’s motives for taking control of the gold bullion market have 
almost certainly evolved.  The regulations of 1983 make sense 
as part of a forward looking plan to ensure that some of the ben-
efits of industrialization would be accumulated as a counterparty 
risk free national asset.  This reasoning is similar to that of the 
Arab nations capitalizing on the oil price bonanza only ten years 
earlier, which led them to accumulate their hoard for the benefit 
of future generations.  However, as time passed the world has 
changed both economically and politically.   
 
The year 2002 was a significant one for China, when geopolitical 
considerations entered the picture.  Not only did the PBC estab-
lish the SGE to facilitate gold deliveries to private investors, but 
this was also the year the Shanghai Cooperation Organization 
(SCO) formally adopted its charter.  This merger of security and 
economic interests with Russia has bound Russia and China 
together with a number of resource rich Asian states into an 
economic bloc.  When India, Iran, Mongolia, Afghanistan and 
Pakistan join the SCO (as they are committed to do), the bloc 
will include more than half the world’s population.  Inevitably, the 
SCO’s members are looking for an alternative trade settlement 
system versus using the U.S. dollar.

At some stage, China with her SCO Russian partner, will force 
the price of gold bullion higher as part of their currency strategy.  
From an economic point of view, one can argue this on the ba-
sis that properly priced gold bullion will give China a financial 
dominance over global trade, at a time when many countries 
are trashing their fiat currencies, or more simply that there’s no 
point in owning this gold asset and suppressing its value forever.  
From 2002, there evolved a geopolitical argument: both China 
and Russia, having initially wanted to embrace American and 
Western European capitalism, no longer sought to do so, see-
ing the West as soft enemies instead.  The Chinese public was 
then encouraged – even by public service advertising – to buy 
gold, helping to denude the West of their remaining gold bullion 
stockpiles and to provide market liquidity in China.  

What is truly amazing is the western economic and political es-
tablishment have dismissed the importance of gold and ignored 
all the warning signals.  They do not seem to realize the power 
they have given China and Russia to create financial chaos by 
simply hiking the gold bullion price.  If they do, which seems to 
be only a matter of time, then London’s fractional reserve sys-
tem of unallocated gold accounts would simply collapse, leav-
ing Shanghai as the only major physical market.  Therefore, the 
failure of the London bullion market to look strategically beyond 

its short-term interests has opened the door to China’s power-
ful state-owned banking monopoly to control the gold bullion 
market.  This is probably the final link in China’s long-standing 
gold strategy and through it a planned domination of the global 
economy in partnership with Russia and the other SCO nations.  

Front Page Headline, Armstrong Economics – “ECB Insanity 
and IMF Tardiness Tearing Europe Apart.   

Martin Armstrong writes: The European Central Bank’s deci-
sion to strike Greek bonds off its list of acceptable loan collateral 
has caused European share and bond prices to fall out of bed. 
The ECB’s move is a blunt attempt to increase the pressure on 
Greece’s new anti-austerity government.   

Greek bank share prices plunged over 20% and the country’s 
short-term bond yields surged to almost 20%.  Greece should 
default on euro denominated bonds externally and swap them 
for Drachma internally.  Greece is getting nothing out of the Eu-
roland but grief from a bunch of clowns who themselves borrow 
every year and have no intention of paying anything back. The 
Euro is a dead currency and the sooner Greece leaves the bet-
ter.  Perhaps then and only then, will the rest of Southern Europe 
depart.  The ECB’s move has raised the stakes in a standoff 
between the rest of Euroland and Greece, where a new govern-
ment wants to rewrite its aid-for-reform agreements.  Greece’s 
central bank must now provide the country’s banks with billions 
of euros in emergency funding.  So, this is the perfect time to 
default on all external debt.

Meanwhile, the Ukraine conflict continues as Russia accused 
the United States of trying to tear Ukraine away from it and 
warned any supply of U.S. arms to Ukraine would pose a danger 
to Russia’s national security.  The International Monetary Fund 
(IMF) delayed providing the loans to Ukraine as promised and 
that led to food panics and the collapse in the currency.  Russia’s 
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warning further impacted Ukraine’s currency, the hryvnia, which 
slumped by 34% after its central bank has been exhausting its 
reserves.  Ukraine has now been forced to hike administered 
interest rates ranging from 5.5% to 19.5%, despite the expecta-
tion that the economy will continue to decline in a recessionary 
downward spiral.   

Front Page Headline, PaulCraigRoberts.org – “Another Dubious 
Payroll Jobs Report.  Former Associate Editor of the Wall Street 
Journal Paul Craig Roberts writes: According to the non-farm 
payroll report released today by the U.S. Bureau of Labor Sta-
tistics (BLS), the domestic economy created 295,000 new jobs 
in February, dropping the official unemployment rate to 5.5%.  
However, the BLS also reported that the labor force participation 
rate declined, while the number of people not in the labor force 
increased by 354,000.  In other words, the official unemploy-
ment rate dropped because the labor force had shrunk.  If the 
economy was in recovery, the labor force would be growing and 
the labor force participation rate would also be rising.

The 295,000 claimed new jobs are highly suspect.  For example, 
the report claims 32,000 new retail jobs, but the Census Bureau 
reports that retail sales declined in December and January.  Why 
would retailers experiencing declining sales hire more employ-
ees?  Construction spending declined by 1.1% in January, but 
the non-farm payroll report indicates 29,000 construction jobs 
were added in February.  Zero Hedge reports that the decline in 
the oil price has resulted in almost 40,000 laid off workers dur-
ing January and February; however the non-farm payroll report 
finds only 2,900 lost jobs in oil for those two months.  There is 
no sign in the non-farm payroll report of the large layoffs by IBM 
and Hewlett Packard.  These and other inconsistencies do not 
inspire confidence.  Moreover, by ignoring the inconsistencies, 
the financial press does not inspire confidence.   

Now let’s look at where the BLS reports the payroll jobs are lo-
cated.  All of the goods producing jobs are accounted for by the 
29,000 claimed construction jobs.  The remaining 259,000 new 
jobs – i.e. 90% of the total – are service sector jobs.  Three 
categories account for 70% of these jobs.  Wholesale and re-
tail trade, transportation and utilities account for 62,000 of the 
jobs.  Education and health services account for 54,000 of which 
ambulatory health care services account for 19,900.  Leisure 
and hospitality account for 66,000 jobs of which waitresses and 
bartenders account for 58,700 jobs.  These are the domestic 
service jobs of a third world country.  John Williams (shadow-
stats.com) reports: ‘As of February, the level of U.S. full-time 
employment was still one million shy of its pre-recession peak.”   

•

Front Page Headline, lemetropolecafe – “Citigroup, Morgan 
Stanley, Merrill Lynch Received $6 Trillion (U.S.) Back Door 
Bailout from Fed: Warren.  Last Tuesday, the Senate Banking 
Committee held the first of its hearings on widespread demands 
to reform the Federal Reserve, in order to make it more trans-
parent and accountable.  U.S. Senator Elizabeth Warren cited 
the growing public outrage over how the Federal Reserve con-
ducts much of its operations in secret and frequently appears 
to succumb to the desires of Wall Street to the detriment of the 
public interest. 

U.S. Senator Warren (D.Mass). Source: Lemetropolecafe 

At the Hearing on Federal Reserve Accountability and Reform, 
Senator Warren addressed the secret loans which the Fed made 
to Wall Street as follows: ‘During the financial crisis, Congress 
bailed out the big banks with hundreds of billions of dollars in 
taxpayer money and that’s a lot of money.  However, the biggest 
money for the biggest banks was never voted on by Congress.  
Instead, between 2007 and 2009, the Fed provided over $13 tril-
lion (U.S.) in emergency lending to just a handful of large finan-
cial institutions.  That’s nearly 20 times the amount authorized 
in the TARP bailout.  Now, let’s be clear, those Fed loans were a 
bailout also.  Nearly all the money went to too-big-to-fail institu-
tions.  For example, in one emergency lending program, the Fed 
put out 9 trillion (U.S.) and over two thirds of the money went 
to just three institutions: Citigroup, Morgan Stanley and Merrill 
Lynch.  These loans were made available at rock bottom inter-
est rates – in many cases below 1% – and the loans could be 
continuously rolled over, so they were effectively available for an 
average of about two years.’  One of the key reasons that the 
Fed wanted to keep this information buried from the public was 
that Citigroup was insolvent during the period it was receiving 
loans from the Fed.
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There is also growing distrust of how some Fed personnel ap-
pear to cozy up to Wall Street.  During Federal Reserve Chair 
Janet Yellen’s appearance before the Senate Banking Com-
mittee a week earlier, Senator Warren severely criticized the 
actions of Scott Alvarez, the general Counsel of the Federal 
Reserve.  Warren stated that Alvarez had delivered a speech 
before the American Bar Association challenging Dodd-Frank’s 
so-called push-out rule that would bar insured depositary banks 
from holding dangerous derivatives and swaps on their books.  
Not long thereafter, Citigroup slipped a repeal of the provision 
into the must-pass spending bill which would keep the govern-
ment functioning through this September.  Warren noted that the 
Dodd-Frank legislation was passed in 2010, but the Fed had 
stalled the implementation of the push-out rule until 2016; long 
enough for Citigroup to eventually have it repealed; a feat which 
it has now accomplished.   Senator Warren also revealed that 
Alvarez was stonewalling her office in making his findings public 
on his investigation into a leak of information from a September 
2012 Federal Open Market Committee (FOMC) meeting.  The 
Senator noted that Wall Street firms can make significant profits 
trading on leaked FOMC information ahead of public disclosure.  

One of the four panelists at the hearing, Peter Conti-Brown, an 
Academic Fellow at Stanford Law School whose forthcoming 
book, The Power and Independence of the Federal Reserve, 
also weighed in on the Fed’s general Counsel.  In a written state-
ment, Conti-Brown observed: ‘While other general counsels at 
administrative agencies are not subject to presidential appoint-
ment, the Fed’s chief lawyer makes judgments of extraordinary 
importance that are unlikely to be ever subject to judicial review.  
For eighty years, U.S. courts have made it clear that they will not 
review the Fed’s decision about monetary policy, including when 
those decisions require novel interpretations of law.  During the 
financial crisis, emergency decisions were made that may have 
been effectively removed from judicial review, including viola-
tions of state corporate law and issues raised by the Constitu-
tion.  While judicial review still occurs in many of the Fed’s regu-
latory determinations, in places where value judgments are of 
the most consequence, the Fed’s lawyer is the last word on what 
the law allows or forbids.  Ergo, the Fed’s chief lawyer should be 
a presidential appointment.’   

Given the public’s disgust with President Obama’s Wall Street 
appointments, this hardly seems like a solution that will curry 
favour with the citizenry.  A far more pragmatic solution would 
be to strip the Fed of any regulatory role and let it return to its 
Congressional mandate of setting monetary policy.  In answer to 
a question on regulatory capture at the Federal Reserve banks, 
Conti-Brown replied: ‘The very idea that bankers are selecting 
their regulator – not through Congress but directly through the 
exercise of vote – should give us all pause.  How could the Fed-
eral Reserve bank presidents do anything but dance with the 
one who brought them.’ 
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CLOSING LEVELS FOR FRIDAY MARCH 6TH.                  WEEKLY CHANGE   

Dow Jones Industrial Average            17,856.78                   – 275.92 points   

Spot Gold bullion                                $1,164.30 (U.S.)        – $48.80 per troy oz. 

Spot Silver                                          $15.86 (U.S.)             – $0.74 per troy oz.   

S&P / TSX Composite                        14,952.50                  – 281.84 points

!0-Year U.S. Treasury Yield                 2.24%                       + 25 basis points

Canadian Dollar                                  79.30 cents (U.S.)     – 0.68 cent  

U.S. Dollar Index Future                     97.697                       + 2.444 cents

WTI Crude Oil Futures                       $49.61 (U.S.)             – $0.15 per barrel 

DJIA / Gold Ratio                               15.337                        + 0.390 point

Gold / Silver Ratio                              73.411                        + 0.333 point
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”Those who cannot remember the past are condemned to repeat it.” Santayana
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