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ECONOMIC CYCLE RESEARCH INSTY

April 15, 2004

Press Quotes

1BD: Fed, Jobs & Inflation

<\2 Weekly Leading Index Rises

ﬁ@ﬁﬁfﬁ%@ — Léadina Employment Index Up

~

Next update April 16 Bloomberg TV Interview
8 : . —

B Aeadss 19 ] i

s SR Ihe Newshour: Interview
view other charts

more press guotes...

Leading Employment Indexlp

03/28/2004

Coming Soon: Jobs?
Business 2.0, By Maryann Thompson, April 2004 Issue

Is the employment picture poised for improvement at last? Despite a string of disappointing
monthly employment reports, optimists say better times are close at hand, and a usually
reliable prognosticator seems to agree. The Leading Employment Index, prepared by the
Economic Cycle Research Institute, compiles data about the length of the average workweek,
initial jobless claims, and the percentage of industries adding jobs to predict employ_ment
growth four to five months in the future. The most recent reading is the strongest since May
1994, i

L

TNFLATIOIN  FoRechsT UP Alse !

The signs of incipient inflation extend far beyond commodities and import prices, says
Lakshman Achuthan, managing director at the Economic Cycle Research Institute.
Growing money supply, higher real estate prices and slower supplier deliveries, which
suggest volume strains, all point to budding inflation, he says. ;

In March, the growth rate of ECRI's Future Inflation Gauge jumped from -2.2% to
3.3%. Based on past precedent, that suggests a cyclical upturn in inflation is two to
four quarters away, he says. Since’a rate iike can take six MGRERS to work its way'
fmme?:?)ﬁr;y, the Fed ordinarily might be about ready to shift to a tightening
mode to pre-empt inflation.

more ECRI press quotes

But with minimal inflation having triggered fear of deflation, Achuthan said, Fed
officials likely will "hold out as long as they can without losing credibility.”

more ECRI press guotes
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The 10-year Treasury is more than 150 basis points
below its fair value. We remain confident that the
economic recovery will reach a self-sustaining stage.
Payrolls will pick up in the coming months and
even with a benign Fed, the first strong employment
report should push the 10-year Treasury yield back
into the previous trading range above 4%. However,
the timing is uncertain and we cannot rule out fur-
ther disappointment on the job front next month.
The uncertain near-term outlook for employment
has important implications for bond strategy, dis-
cussed below.

U.S. Job Outlook

The cautious attitude that developed in the business
sector after profits imploded in the first part of the
decade has been slow to dissipate. Nonetheless,
business confidence and risk tolerance are improv-
ing. Core capital goods orders, an important driver
of employment growth, expanded by a further 1.1%
in February. ‘

Survey data also herald better payroll reports in the
coming months. Small companies have been a
source of new job formation in the past 25 years (as
are new start-ups). According to the NFIB survey,
small businesses are planning to boost hiring. This
survey, along with other indicators, points to signifi-
cantly better job creation in the coming quarters
(Chart I-2).

The Manpower Employment Survey showed that
U.S. companies sharply boosted hiring plans for the
second quarter, with the index rebounding to a his-
torically high level. This survey accurately signaled
turnarounds in the early 1980s and early 1990s, and
is giving the same bullish message now. Thus, we re-
main upbeat on the U.S. job outlook, although in-
vestors will remain nervous until we receive two or
three good payroll reports.

The key to job creation this year is productivity. We
know that productivity growth last year was well
above a sustainable pace and has to mean-revert.
Governor Bernanke recently stated that productivity
growth at current levels is unsustainable. Yet, it is
difficult to estimate just how much longer the cor-
porate sector will be able to squeeze out extraordi-
nary productivity gains and avoid hiring. Chart I-3
shows the nation’s real capital stock (plant and
equipment) as a ratio to total employment. Growth
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IS THE MARKET AT A TOP or JUST PAUSING

...WHILE IT EVALUATES THE RISKS ?

SHORT-TERM

Inflation on the Horizon

Implications of Rising Interest Rates
Pressuring Stocks as Bonds Move Inversely to Stocks
Pressuring Debt-Laden Consumer Credit
Pressuring Mortgage Rates and the Housing Bubble

"Cooling" of the Over-Heated, Over-Borrowed Chinese Economy

LONGER-TERM

Insolvency of Baby-Boomer Retirement Plans
Social Security
Medicare

State and Local Deficits



« Hard-Liner Chosen
to Replace Slain
Hamas Leader

= Space Shuttle
Gears Were
Installed
Backward, NASA
Says

« HMO 'Horror

Story' Goes Before
Supreme Court

» Credit Card
Delinquency
Surges to Record
High

« Hiker With Bionic
Leg Begins 2,168-
Mile Trek
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Top News:

Updated: 10:16 AM EST

Consumer Debt Loads at Record

% USATODAY com

By Barbara Hagenbaugh, USA TODAY

WASHINGTON (March 18) - U.S

Pre

cards than ever before.

& & But while historically low interest rates make
the higher debt levels manageable now, the
big unknown is what will happen when
interest rates rise.

Talk About It

- Post Messages

Weighing in on the increasingly heated debate, some economists
warn consumers might be in over their heads when their
payments increase. Others, including those at the Federal

o te il il e Patae

o~
CCNGUMErs nave Lar\cn O

record levels of debt as low interest rates have lured them to buy
bigger houses and fancier cars and to charge more on credit

Page 1 of 4

If you die . . .
Love continue

Reserve, say interest rates won't rise until economic growth -
and incomes - are also gaining strongly, making the higher

payments possible. Plus, much of the increase in debt in recent
years has been for mortgages, and millions of Americans have

low rates locked in for 30 years.

It's a debate that's central to the outlook for the U.S. economy.

Protect your family
pennies a day. Feo
of mind is not only

offerdable, but price

Consumer spending accounts for more than two-thirds of U.S.

economic activity. If households are forced to pare spending to
pay debts, that could hamper the economy's ability to grow and

create jobs.

$100, D00 (Monthly R

10 ¥ear Mon-lobac:
Tenm Lile Insurana

dh.E
"I don't think it will be what does in the expansion any time this Mg Felis & F-
year or next," says Mark Zandi, chief economist at Economy.com £ 87 0% 35
in West Chester, Pa. "I am concerned about it (in the) longer 40 38 40 57
run, however. I can see scenarios where household debt is the 50 $16 1% 12
problem that undoes the economy some five, 10 years down the &l $33 25 522
road.”
& & But Chicago Fed senior
Credit Card Debt economist FranA§ois Velde
says fears about consumer
Avg. per debt are overb!own. _

Region cardholder Although debt is growing,

New England $6,121 so are household assets.

Middle Atlantic  $5,451 "Over the past 50 years,

Pacific $5,005 we've been reaching (debt) records almost every o

East North quarter,” Velde says. "It's not a sign that there's ar

Conbral $4,915 impending catastrophe."

South Atlantic $4,790 '

\ Velde points to people such as Laura Gross, whose

Mountain $4,505 overall debt rose last year. Gross, 31, increased the

West North $4,171 of her mortgage when she refinanced her Washingt

Central 4 D.C., condo. But her payments fell because of the

http://aclsvc.news.aol.com/news/article.adp?id=20040318092609990017

3237004
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interest rates.
East South

$3,679
i "Rates were going down, and I also wanted to use :
West South $2,932 of the equity on my home to remodel my kitchen a
Central ’ pay off my car loan," she says.
USA $4,663
- State by state list David Moran, 56, owes $85,000 on his home equity
» 201 Metro areas of credit. Since being laid off from his tech writing j
January 2002, Moran has paid for just about everyt
Source: Experian/USA Today such as health insurance, college tuition for his son
basics like groceries and gasoling, with the home e
line.

Currently, the interest rate on his equity line of credit is only 3.75%. He figures rates wo
go up quickly, and, since rates are starting off so low, they won't be high even when the'
increase.

If you have to be unemployed and borrowing money, now is a "good time to have to be
suffering," Moran of Lincoln, Mass., says.

Mortgage debt jumps

Household debt levels rose nearly 11% in 2003. Excluding mortgages, consumer
indebtedness rose more than 5%, above the 4.4% gain measured in 2002 but below the
2000 and 2001 gains, according to Fed data.

Where the debt is:

* Homes. U.S. consumers had $6.8 trillion in mortgage debt, accounting for nearly three-
quarters of their total debt at the end of 2003, according to the latest detailed data from
Federal Reserve. That's up 64% from five years ago and includes home equity lines of cr
and "cash out" refinancings, when consumers increase their overall mortgage amount an
take out money based on the increased value of their homes.

Tyler Beardsley, 34, took some cash out when he refinanced his home a few years ago t«
a fixer-upper that he turned into a rental property. He has since used a home equity line
credit to help buy another rental home. The Arlington, Va., consultant says he keeps a cl
eye on interest rates.

"We're in a good period now," he says. But, "Eventually, interest rates are going to marc
S0 you want to take as little out as you can and pay it off as soon as you can."

+ Plastic. Households in 2003 racked up $412 billion in credit card charges, up 185% fror
years ago, according to Standard & Poor's. The average balance on open credit cards in
December was $4,616.90, according to credit bureau Experian.

Economists caution, however, that the trend is partly explained by a rise in usage of crec
cards to replace cash and checks, and does not necessarily point to a jump in the desire
hold debt.

But that doesn't hold true for everyone.

Kin Powell, 57, of Florida has been using his credit cards to finance his commercial real e
development business. Since October 2002, he has accumulated $180,000 in credit card
on 16 cards. As soon as he makes money in his business, he puts it toward paying off hi
cards. But the high debt doesn't bother him.

http://aolsve.news.aol.com/news/article.adp?id=200403 1809260999001 7 3/23/2004




OFHEO House Price index / CPI-U Rent of Primary Residence
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‘alue of real estate so high relative to household after-tax income, how can
ymain affordable? This brings us back to the Fed’s current low interest rate policy.
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CHART I-10 CHART I-11

Corporate Sector Awash in Cash Corporate Health Remains Strong
Ann% Ann%
Chgl — CAPITAL EXPENDITURES - Chg L.
——- INTERNAL FUNDS PLUS IVA* 2 CORPORATE HEALTH MONITOR 42
. @, 1w
"N s IMPROVING HEALTH
I'l [} ',1 yw 4 10 1r -1 9
o ; ;
YA\ S Ny we ]
“- ll b 0 0
Ll 4-10
20| 4- N
L _ = -1 DETERIORATING HEALTH b [
% — FINANCING GAP AS A % OF T % L o
INTERNAL FUNDS %— =——12-MONTH TRAILING DEFAULT RATE* (LS) — %
--- DEFAULT RATE FORECAST* (LS)
— RATINGS MIGRATION** (RS)
40 -140 10 Improving
trend -180
8
20 Cakh 420
neserves 6
ghowing. - 60
0 0
© “ ‘~
©
Ann%— _G_R%sosnlggg:.vg E.(;ND — Ann% o ©BCA Research 2004 | 40
Chgl| . «== Chg TSI (NN O (DN JOORY LIS [ (R [ |
8 = STOCKS (IPO PLUS SECONDARY OFFERINGS) J g L
1994 1996 1998 2000 2002 2004

*SOURCE: MOODY’S INVESTORS SERVICE
*DOWNGRADES AS A % OF TOTAL RATINGS CHANGES,
3-MONTH MOVING AVERAGE

An increase in debt-financed merger & acquisition
activity is one of the signals we are monitoring to
decide when to become less positive on the corpo-
rate credit market. Recent data are reassuring. While
— RATIO OF CORPORATE BOND TO < the volume of M&A is creeping higher, so far these ¢
TOTAL STOCK ISSUANCE*** - =%

deals are being financed with existing cash and new

equity instead of with debt.

Strong corporate sector cash flow growth and de-
T clining leverage are responsible for another strong
reading from our Corporate Health Monitor during
the fourth quarter (Chart I-11). Although it re-

2 12 : " . . .
mains deep in “improving health” territory, the in-
- - - dicator deteriorated slightly from the near record
ner— n
M&A VOLUME R 7] peak reached in Q3.! After reaching long-term
250 - equity 7250 highs in the third quarter, some of the profit-based
§inanced
500 500 components of the indicator appear to be r.olhng
over. Nevertheless, the profit outlook remains ex-
s 4 s tremely positive for the non-financial corporate sec-
100 4100 tor. Pricing power is a concern, but employment
50 - 4 s0
© BCA Research 2004 . |
L I ! : 1 The release of the Flow of Funds data earlier this month pro-
1998 2000 2002 2004 vides only a preliminary Q4 figure for the Corporate Health
*IVA = INVENTORY VALUATION ADJUSTMENT . .. : ; i
++12.MONTH MOVING TOTAL Monitor. A final figure is not available until the non-financi
***6-MONTH MOVING TOTAL corporate sector output and profits data become available

the NIPA release later this month.

10 U.S. FIXED INCOME ANALYST April 2004 BCARES
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LOBAL JARKET TIMING SIGNALS

LOW ‘ PEAK :

ZONE | BULLISH PATTERNS ZONE BEARISH PATTERNS |
BOTTOM I TURN | | UPTREND PAUSE ‘7 ) TURN DOWN ] F.Ih-lAL
; FINALUP || TOPPY PAUSE | | RALLY

. uP RETRACE (W4) DOWN || TREND | DOWN
Ws-1) | (W12) || (wa) w34) || ) Ws) 1 wiz) || wa) || W3 (WA g

Korea

- /] |

BrazBZF-
TaiROC
Sing- EAFE-
Austria- Spain-
Can- Switz-
India- Indon-
Mex- Swed-
VLine-
RU2000-
% \
Malay- Chile-
BrazBZL- HongK-
Austral- Belg-
DJWorld-
| France- Germany-
Israel- Neth- Italy-
UK- Japan- SP500-
NDX- DJIA- Thai
L UNCLEAR, LIKELY BULLISH: ’ ' J
UNCLEAR: ‘ ‘ 4
1]
| |
!

UNCLEAR, LIKELY BEARISH:

| 3 7&4 JFrance, 5/957/;1/ Switze r'/d/btcj, Swede )
. | | BUY WATCHLIST: \ \ germany  Zudomes/a
[P ‘
i l SHORT WATCHLIST: : ‘ ‘ 1
| L e | s

Last updated as of market close: 4-15-04

NOTE: The above "country timing sequences" are all based on closed-end funds or mutual funds
traded in the U.S. The countries and their associated funds are listed below:

Australia: IAF / Austria: EWO / Belgium: EWK / Brazil: BZF, BZL / Canada: EWC / Chile: CH / China:
JFC / France: EWQ / Germany:EWG / Hong Kong: EWH / India: IFN / Indonesia: IF / Israel:ISL /
Italy: EWI / Japan: EWJ, JPN / Netherlands: EWN / Russia: TRF / Singapore: EWS, SGF / Spain:
EWP / Switzerland: EWL / Taiwan: ROC,EWT / Thailand: TTF / Turkey: TKF / U.K.: EWU

W MARKETS  To wATPH ... whIT FoR  CORRAAT
CoNeesT7ion) 5 ABATE
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~ Wednesday the country

urges cuts to -

Socia

Fed chief says nation
can't afford benefits
to baby boomers

BY MARTIN CRUTSINGER

WASHINGTON — Federal Re-
serve Chairman Alan Greenspan,
stepping into the politically
charged debate over So- -
cial Security,  said

can't afford—thebenefits
now__promised to the
baby boom generation.
He urged Congress to
trim those benefits to get
co
deficits, which he  said
threatene

e -
itating” rise in interest

rates in comi ears.
tial — candidates  de-
n is proj and Presi-
dent Bush and other Republicans
sought to distance themselves
from the Republican Greenspan.

The central bank chairman also
repeated his view that Bush’s tax
cuts should be made permanent to
bolster economic growth. He said
the estimated $1 trillion cost
should be paid for, preferably,
with spending cuts so the deficit
would not be worsened.

As for specifics on trimming So-
cial Security, Greenspan told the
House Budget Committee that one
possibility would be to switch to
an alternative measure of inflation
for annual cost-of-living adjust-
ments. Instead of relying on the
Consumer Price Index, he sug-
gested switching to a new chain-
weighted CPI that gives lower in-
flation readings and thus would
mean smaller payment increases.

Greenspart, who turns 78 next
week, also suggested tying the re-
tirement age for full benefits to

Alan Greenspan
For tax cut, too  about to touch

Security

longer lifespans with the age con-
tinuing to rise. The 65-year age for
retiring at full benefits started in-
creasing last year and now stands
at 65 years and four months. It will
increase to 67 over the next two
decades and then stop rising.

The remarks set off a political
storm.

Democratic front-runner Sen.
John Kerry said the way to ad-
dress the deficit was to roll back
tax cuts for the wealthy
and “the wrong way to
cut the deficit is to cut
Social Security benefits.
If ’'m president, we're
simply not going to do
it»

Bush said Social Secu-
rity benefits “should not
be changed for people at
or near retirement.”

Underscoring the view
that Congress is not

Greenspan’s suggestions,
especially in an election year, Re-
publican House Speaker J. Dennis
Hastert was asked to comment on
the proposals and replied only,
“He’s a fine man.”

In his testimony before the Bud-
get Committee, Greenspan said
the current deficit situation, with
projected record red ink of $521
billion this year, will worsen dra-
matically once the 77 million
members of the baby boom gener-
ation start becoming eligible for
Social Security benefits in just
four years.

He said projections show the
country will go from having
slightly more than three workers
supporting each retiree to 2.25
workers for every retiree by 2025.

“This_dramatic demographic
change is certain to place enor-
mous demands on our nation’s re-
sources — demandas we will almost
siirely be unable to meet unless ac-
tiorris Taken,” Greenspan said.

AP
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By EDMUND L. ANDREWS

WASHINGTON, March 1 — When Alan
Greenspan urged Congress last week to cut
future benefits in Social Security and Medi-

care,. sending elected offi-

News cials to the barricades, he

'Medicare and Social Security

The Bush administration has estimated
that the gap between promises under cur-
rent law and the revenues expected will to-
tal $18 trillion over the next 75 years But
an internal study in 2002 by the Treasury

- Department, looking much further ahead,

concluded that the gap was actually $44

- gl
Challenge

consume as much of the nation’s economy
as the entire federal budget does now. And
Wwhile the problems would be acute even if
today’s federal budget were balanced,.‘the
budeet deficits that seem likely for the rest
of the decade make matters worse. That is

because -the government is borrowing
more than $200 billion a year from the So-

trillion — and would climb each year that

‘nothing was done.
Indeed, the numbers are so big and ex-
order

cial Security and Medicare trust funds to
finance its operating deficits.- :

: jant trust funds are
ahead. Today’s budget = tend SO Iar Into In theory, the two gian
= p o 7 on_the surreal Analysts in both Congress  accumulating huge surpluses that can be

deficits are ie_hundreds of . »
billions, ooming shortfalls for the  and the administration warn that the flood  used to pay for benefits when the baby
two retirement programs are projected to of retiring baby boomers will cause federal ; :

be-in the tens of trillions of dollars. spending on old-age benefits to eventually Continued on Page 13
.,—-——d,—-\-’_' Ais————

was if anything understating

ATyt the magnitude of the prob-

co SAFORVET Y R VIO E USSR B

S, 1, o BT 111
' over the next 75 years. But that was
before President Bush signed the law
-that will add prescription drug bene-
fits to Medicare — which the admin-
istration now predicts will cost $540
billion over the next 10 years. The-
costs would climb rapidly after that,
as the number of elderly people
soars. The Congressional Budget Of-
-fice has predicted that the new pro-
gram could cost as much as $2 tril-
" lion in its second decade.

Mr. Bush and many administra-
tion officials contend that much of
Social Security’s problems could be
solved by letting people divert some
of their payroll contributions to pri-
vate investmerit accounts they might
manage for themselves. . e

But some experts say that the gov-
ernment would have to borrow as
much as $1 trillion over the next sev-
eral decades to make up for the lost
revenues and pay retirees benefits
earned under the old system.

And the Congressional Budget Of-
fice, in a report on privatization
plans last year, said none of the pro-
posals would have much effect.

“Using government resources to
buy stocks and bonds, withou* other

i : :5)

A _COnsumih“g Problem

Under current eligibility requirements,
federal spending on entitiement
programs, particularly Medicare, would
grow enormously in the future. ‘

SPENDING AS PERCENTAGE
OF GROSS DOMESTIC PRODUCT

Medicare

'60 '65 '70 '75 '80 85 '90 '95 '00 '05 '10°'15 '20 '25 '30 '35 '40 '45 '50

Source: Congressional Budget Office

The New York Times
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China Takes Another Step
To Tlghten Monetary Pollcy

':marow

By KEITH BRADSHER

property speculation as top. Chmese offi-
cials voice concern that the economy may

_beoverheating.
“ “Excessrve growth in the supply of creth

" The latest tlghtemng takes the form of

“higher reserve requirements for banks. .
The actmn accompamed the release of ﬁg—‘ 5

 lion, makes it more likely that China will -
HONG KONG Apnl s p Chma scentral -

bank has tlghtened monetary policy for the - -

second time in less than three weeks, try- .

ing to-put the brakes on bank lending and -
* mists said. The deficit may also make Chi-

: ed States, Europe and Japan to let its cur-
" rency rise, even as Vice President chk*

.ington this menth when it holds trade talks
‘on semiconductors and other goods.

Warn" 'm a stateme on Mon.' ,‘curbs on new Constmctloﬂ after a- meetmg 3

" prime minister. Mr. Weén recently warned
", ‘publicly that brmging the Chinese economy’
‘under control thlS year would be even hard- :

The deficit, though modest at $540 rml-

continue resrstmg pressure from the Unit- -

Cheney visits Beijing on Tuesday, econo-
na more reluctant to compromlse in Wash—,v .
‘The official New Chma News Agency re-
ported on Sunday that Chma s State Coun-
cil; as the: cabmet is called called for stnct :

on Friday led by Wen Jiabao, China’s

Continued Frorn First Buéiné'ss’ Paée

“er than last year’s ﬁght agamst'

_SARS.

The State' Councll concluded that;’

while rapid economic growth had

yiélded: benefits for many Chinese,’

there were “some serious problems

. durmg economic performance i 'in-./

cludmg “0 vergrowth of investme L, R

blmd or overlapped constructlon ef- ‘
forts;” the news agency -said. “The

overheating. problems in some sec-
tors have imposed pressure on coal

il and rt supplie d'
power, oil and transpo s - warnlng about an

-overheatlng economy ;

What remalns unclear is how i
‘much China could control public dis-
satlsfactlon if growth slowed sharp—»

-,'_Chma was in the early 1990’s, when,_. :

many were still. cowed by the Tranan-
‘men Square killings in 1989. The se-

. verity- of: that downturn may have

been hmlted partly because the pre-

. ceding boom was less spectacular
than the current one, ‘which has been :

fueled by asurge in bank lending.

Officials in Singapore are also.-
worned about mﬂatlon. The Mone- o

'A’central bank' :

tral bank, changed its currency poli-

- ¢y on Monday after estimating that
.' ‘“the economy had grown 7.3 percent
S faster in the first quarter of thisyear -
" than a year earlier, and had expand- -
ed by 11 percent from the fourth -

‘quarter of last year.
Raismg its inflation: forecast for

@ /A/FL/‘?L’//gaAJ

AHINA

&) By comws T

. (3) OVER BuitL/E /

R)SKS

‘ and gradual appreaatlon” of the Sin-

" make Singapore’s. imports cheaper

~about overheating, and the central -

.| seenso far are fairly limited.”

‘reserve reauniremente and

gapore dollar against the American
dollar. This step should:in: theory .

— although hurting exports — which
may hold: down: the frequency of

L S followed by a costly bust. -
jtary Authonty of Smgapore, the cen- .

“The hard-landmg scenario lik ;
hood is ‘ising fast,” said Andy Xi

“Morgan Stanley economist here.

““Something bad could happen ‘in the ‘-
next three to four quarters.” »
Wang Xiaolu, the deputy d1rector :

iof the National Economic Researc

Institute, an mdependent policy
group in ‘Beijing, said that Chinese _
government agencles were uncer-

' tain  about the seriousness of over-
_heating, and that the latest increase

in bank reserve requirements would -

do little to slow the economy.

t will reduce credit: volume bya
small amount — not much compared 3
to the overall volume ”he $aid. “The _ ;.
government is certainly concerned

. -total investment- in
',ductton is stagnani
cial banks are tel
“bank that their loa
are soaring.  Man
“may be diverted to
cially property sp
edges of cities, wh

bank wants to adopt some contrac-
tienary measures, but the ones we’ve‘ 7

Liang Hong, a Goldman Sachs
economist here, said that Chinese
policy makers -almost certainly
made their latest decisions to tighten

diceranr.
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By Ray A SMITH :
HE APARTMENT fi”n

again, enhancing bar-
gaining power for rent-
ers in much of the coun
try and prompting a slew of incen-
tives and freebies for new tenants,

Last year, landlords were scal-
ing back on concessions amid
signs. the economy was recover ,

g. L NEW
agartment bulldmgs, weak de-
mand and low mort age r‘ateS—‘
whi :

buz.---mstead of rent— has pushed
the vacancy rate / :

Jighest in 15 years, according to
Reis Inc., a New York-based re-
search firm.

Asa result landlords are offer-
ing new tenants one and two

months rent free, waiving security depos1ts and

offering everything from DVD players to Crate &

 Camden Property Trust, which owns more
- than 50,000 apartments in markets from Califor-
nia to Florida, is offering a choice of free maid

service, a private chef or no rent payments-—rang— :

*1st1ng renters. o

~ While some of the ‘come-ons
may seem more like gmlmmks
than legltlmate concessions, they
 reflect that the situation has dete-
riorated again for apartment own-
~ ers. The average concession on a
~ 12-month lease ran $73 a month
in the fourth quarter, up from $67
~ a month in the third quarter, ac-
cording to data compiled by Axio-
~ metrics Inc., a Dallas based Te-
‘search firm -

!kelx, to ‘change

units in December, the fastest
_ pace since B‘ebruar_x 2000. Mean-
‘while, mortgage rates are close
to their lows of [ast summer—fur-

ther shifting the age-old calcuus of whether to
t or buy in favor of hom ship.

Indeed, the difference between the cost of

1last year resulted in 358,000 additional households
,baﬂmg out of apartments to buy-aeheme =

‘That’s the macro picture. The micro picture is
Please Turn to Page De, Column 5

‘Premium Value

7 | Barrel gift certificates. In Manhattan, Peter Coo- /
o | per Village is offering 51-inch, high-definition flat- homeownership and typical apartment rents has /(Z,
2 | screen televisions to new tenants in its apart- narrowed in about half of the nation’s 50 largest , \) L
| ments. Steve Stadmeyer, general manager of the metro areas since the end of 2000, accordmg to O
= | luxury apartment building, says the idea is to sig- M/PF Research Inc., a Dallas-based apartment
nal that the living room is large enough for a  consulting firm, and Torte Wheaton Research, a :
- | big-screen TV. (Apphcants ‘have to mention that  Boston-based real-estate research firm. Research
they saw the promotion in a newspaper ad.) firm Economy'com estimates that the low rates

Prior to their recent slide, REITS” premiums over the estimated values of their assets have been increasing.
As of April 1, REITs overall were trading at a 22.3% premium to their estimated net asset valuations, up
from 17.5% at the start of the year. As of Monday, after the stocks’ decline, the premium fell 10 5.22%.

Source: Green Street Advisors

v
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DEVELF WHTEHL/STS of RELATINL S 7RIS
STOCKS T34 7 W/ %ﬂé / i AT YPLES

Abraxas

Amerada Hess
Anadarko

BP

Burlington Resources
Smith Int'|

Vintage Petroleum

TRADES ONLY‘ w/ TIGHT STOPS... Have moved a long way
Nuevo
Occidental
Sun Company

World Fuel Svcs




