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In the Press
Weekly Leading Index Falls

06/10/2004 "
NEW YORK, June 10 (Reuters) YA decllne in mortgage applications and an increase in jobless claims pelped push a leading index of
the U.S. economy lower in the latestweek, a repo

Y-

The Economic Cycle Research Institute, an independent forecasting group, said its weekly leading index slipped to 132.9 in the week
ended June 4 compared with a 134.1 in the previous week.

"While U.S. economic growth will stay healthy in the near term , Signs of deceleration are clearly on the horizon,” said the group's
managing director Lakshman Achuthan.

The index’s annualized growth rate, which smoothes out weekly fluctuations, decreased for the fourth week in a row and now stands at
5.1 percent. That was its weakest reading in more than a year compared with a revised 6.5 percent in the previous period.

more ECRI press quotes

ECRI - Economic Cycle Research Institute

—~ WEEKLY LEADING INDEX jorowTs: nari:
16
M‘ 1 f M’”"”’M%MM A
l./ & /’/ ’ e P

3
D
=
, :

l

(

l

l

!

)

4 UNE G4
Meexd Upndeste JoM 125

t
F ”L Z / / V\,ﬁ A 33 Gap L} Qoo (03 e G4 BEeRy-]

The Weekly Leading Index (WLI) is updated every F nday and leads
turning points in the economy by about 8 months. It is more -
promptly available and more accurate than any other widely
available leading index. To find out more about this type of
research, click here.

To access the latest WLI update please log in or register here.
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F ed Reglonal Survey Shows

caad‘s* Orders Rie

Less Than Expected

WASHINGTON July 28 (AP) —"

The Federal Reserve reported on
Wednesday that the economy cooled

. tories for durable goods rose
; .cent in' June,r reﬂectingf dern

ders in Apn} and May ‘The increase

- was nonetheless smaller than ana-

compﬂed from reports fromt
“eral Reserve’s 12 regional
_was the latest mdtcataon of wha the

Jur E
the Fed report, known' as. the beige
_book, will be used on Aug. 10 when
the Federal Open Market Commlttee -

prlces espec ally fof energy, ;
re rising but that rel-

atlvely little ,prlce ‘pressure other |
than in energy products was be, g |

passed on to retail buyers.
The Fed depicted

riod of recession and weak employ-
ment.

: “Several dlstncts reported ,that‘,f'
the rate of growth moderated,” the
beige book said, listing New York,

Cleveland, Richmond, Kansas City
and San Franc1sco as regions where
: pauses in activity were detected

‘Much of the weakness was attrib- |

tited to a slowing of consumer spend-

ing, partlcularly on autos. But the re-
there were “pockets of, -

- It described travel and to

hard after the September 2001 ter-
 rorist attacks, as “strong” and said’
nstruction re-
-mained healthy desplte a recent rise:

that residential

in mortgage rates from 40-year lows.

June’s gain in orders for durable» :

goods items expected to last three or

more years, followed declines of 0.9
percent in May and 2.7 percent in
April. The drop in May had orig ally

been reported as a sharper faltof 1.8

percent. Orders last rose in. March :

when they surged 5.9 percent.

, economy that | ‘
was reboundmg unevenly from a pe-

+0.7%
=

Slowdown in Recent Growth

in recent months for the Federa! Reserve
es day by the Fed ~ . 12 drstnc

Cleveland Economrc growth ecfmed

Manufactunng, retail sales and esndentral
construction slowed -

- Boston Busmess condmons ere m!xed

_experienced steedy growth.

productron dechned

Retail sales and manufactur ‘g
( omme

Retailers and manufacturers report an
lncrease in commodrty prices.

- New York The region’s ec }omy -
_ experienced modest growth. Housmg and
manufacturmg remalned stro

- Phlladelphia Menutasturer reported
‘ increased orders and shipments. Retail and
auto sales rallied after aslowdune.

- Rlchmond Va. There

- . gion econom rew

ata modest pace because of weaker re;laﬁ
%es and manufacturing. -

,fAtlanta Economic growth o

steady pace. Retail and autosales =~

’v o - decreased Commerc»al rea ‘state grew
—8t. Louis Economic activi
plant ciosmgs and ;ob cuts

Kansas City, Mo.
markets rrnproved Au

ty contlnued to lmprove despjte reports of
by manufacturers and servic ompames

The regron;s econom
y-grew at a slow ce. Labor
to and retail sales expenenced little cf nge.

_ Dallas Economic

r as EKc¢ growth expanded. bolsteredb ani

] : nc
_manufacturing and service sectors Retar sales soyftened el

£

r&yin the
/U

== ek}
The New York Times




o
:

3
.

5‘:;«» - TIMES,

~ however, and they said the disap-
pointing showing in June raised
_ new questions about consumers’ fu- -

 40‘ : I \

Energy costs fuel

b|q drop in spent mg

-~ BY JEANNINE AVERSA

Consumers the hfeblood of the
economy, clutched tight to their

~ wallets in June, and tnggered the
steepest - spendmg drop in three
years.

The Commerce Department re-

ported Tuesday that consumers
cut their spending by 0.7 percent

in June from the previous month

as high energy prices and a slug-
-gish job’' market made for more'
“cautiousbuyers.

- Because the buying retreat came

off a strong 1 percent rise in con-
sumer spending in May, some econ-

omists believed it was just a tempo-

rary lull. Others weren’t so sure,

amount - ;analyets
- Economists : 1

ture wﬂhngness to spend

- Amerieans’ incomes, the fuel for -

future spending, rose by 0.2 per-

- cent in June, down from a solid 0.6

~_percent increase the month before.
_ The figures are not adJusted for, '

'pnce changes. -

“Jobs will be the key factor to

get income and spending back on
track,” said Lynn Reaser, chief .
_economist at Banc of Amenca -~

ment report for July on Fnday
' Consumer spending accounts for

-Arougbly two- thu'ds of economlc ac- -

. . SOURCE Department of Commerce

job t1v1'ty in the United States. Thus,
_ it playsa crucial role in shapmg an

- PERSUNAL SPENDING
Here is a look at the nation's
pe‘rsonal rspending ‘
Seasonally adJusted

$8 2 trllhon

8.0~',~ ?

-07% 1§
- 1.0% &
01%

June
May
April

Capltal Management - , e
~_ The nation’s payrolls grew by - JASOND JFMAMJ
just 112,000 ir - 2003 2004

e AP =

economic recovery.
Federal Reserve Chalrman Alan '

= See ECONOMY Page 76

' CRUDE Oll PRICES lN PERSPECTIVE

When takmq mﬂatron into account current pnces for rmported
_oil are higher than they were in the 19905 but stlu on!y a fractlon of
- what they were m the early 19805 - - - :

‘Average cost of crude oil lmportsto us. refmers 1970-2004

In Jnﬂat:on adjusted dollars and non-adlusted dollars ; ‘, -

,$60 per barrel ,,,,,,, - -

— Inflatron adjusted* ’

Innon-
adjusted

50

- Non adjusted

~inflation,

__are nearing
: ~ their 1981
- ]_l Ievel
30 7 : =
- - = But when
55 ,adjustmg for :

]

- _are less than
- half of what
_they

-~ 1970s - 1980s

- NOTE: Prices for 2004 are based on year-to-date estimates.

20005 - werein 1981
- %1996 dollars

1990s

SOURCE: Enerqy Inf_orrnatron Administration .

'dbl‘lars,' prices

- current prices

- -

above $44 a barrel m the Umted'.,

Stafes, as global supply concerns

~ and terrorlsm fears made for jittery
~trading at atime of strong demand.

Light crude for September de-

‘ hvery rose 33 cents to $44.15 on
- the

‘New York Mercantile Ex-,
change, topping the previous rec-
ord, set Monday, of $43.82. -~
- “There s no shortage of 011 but
there’s no shortage of d1srupt1ve, '
events,” said John Kilduff, senior
vice pres1dent of the energy risk

management group at Fimat USA
f Inc. Traders are mvestmg Iargely -

See 0". Page 7% -
/

[/5
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~ ness that hit the job market, causing

_ing in June.

Consumer Spendmg Dechnes,
‘But Personal Income Increases

Dow Jones Newswzres
WASHINGTON —Consumer
ing declined in June, but another rise

in personal income should fuel better

consumption in the months ahead.
The Commerce Department re-

ported that consumer spending slid
0.7% in June, a retrenchment after a

rise of 1% in May. The decline was the
Steepest smce the 1 2% fall of Se tem-
ber 2001. !

Meanwhlle personal income ad-
vanced 0.2% in June after i rising 0. 6% in

May, the Commerce Department said.

The increases helped produce the thlrd

consecut egquarter of income growth
come
¢ sumption
'growth fOVer the: second half of the
- year,” said Gary Bigg, an economist at
Banc of America Securmes LLC.
Wages were flat in June after a 0 6%

~ “The recent strength

rise in May. That reflected a slugglsh

businesses to show more cautlon in hlr-

Consumer 'spendin

mg economic gro th.
The decline was led by a cutback in
spendlng on automobiles and other btg

spend ‘

g counts for
about two-thirds of economic activity
in the U.S. and plays a big role in shap

trcket durable goods, . Other. prehml-
nary reports, however, suggest that
auto sales improved in July as dealers

offered more- generous mcentlves to
~ boost sales v

Spending on durable ngds, or those
products expected to last at least three

b

years, declined 5.9% in' June, compared
with a 3.7% rise in May. For nondura-

bles, such as food and clothes, spend-
ing fell 0.3%, followmg 2 1.4% increase.
vSpendmg on serv1ces rose 0. 2%, down

frorn a 0.3% increase.

. The reports are consrstent with a,
strmg of other economic data in June—

lncludmg the employment report, re-

tail sales and industrial ‘production—

that suggested the economy took a b1t
of a breather in that month.
Desplte the weakne economlsts
still expect the Federal 'Reserve . to
boost short-term mterest rates by 0.25

; percentage point again when it meets
next week to keep a lid on inflation.

The Fed on June 30 mcreased tnterest
rates for the first time in four years. It
ralsed a key rate to 125% from, a

46- year low of 1% at that ttme

.Iournal I.lnk. WSJ com subscnb
ers can see the latest economzc re
ports, at ’

wsJ.eom/Journalunks |

‘ weSHING’ro, ug. 3 (AP)

‘Consumers reduced thelr spendmg‘
by 0.7 percent in June from the pre-
| cedmg month, the Commerce De-

| partment reported Tuesdayﬁ high“
| energy prices and a slugglsh Jjob.
. market made buyers more cautious.

It was the largest spending drop in
| rthree years, and st_ 1n contrast to'

QIun; do n»from a\06 ercent i
were not adJusted for) pmce change

income and spendmg back on track M
said Lynn Reaser, chief economist at -
Banc of Amerlca Capltal Manage-
- ment.,

| in June, half the number analysts

‘sonal income rose 0.2 percent

o “Jobs will be the key factor to get' witha3.7 percent rise in May In non-

_ durable categories, like food ‘and"

A total of 112 000 jobs were created

Co n sume: 'Spendmgjropped 0 7 % in June

bhad forecast Economists predict

July growth in the 200,000 range |

when the Labor Department releas- |
’ the e

) “Thes

loyment report on Frlday

er, wages were flat in June |

- percent rise in May, re-

f ecting eslowdownmjob creation, |
are sour numbers; there is k

sugarcoating that,” said Ken May- ;
land ‘president of ClearView . Eco-

] ,umers were confront-
ange of high prices,

ercent in June, compared

clothmg, spending dlpped 0.3 percent

-after a 1.4 percent increase. Spend-
_ingon services rose 0. 2 percent, after’
a 0.3 percent mcrease the month be-
fore A W

e

A~ -

rcent drop .in spendlng'y
t s, ce September 2003

a cutback in spendmg
autom biles and other blg—tlcket

o 1
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Cycle Comparison:
Weak Across the Board

It is widely recognized that the upturn in' payrolls
Mﬁous recoveries. Charts IT1-2
and III-3 compare job growth in the current eco-
nomic recovery to the 1990s recovery, as well as to
the average of the six recoveries since the mid-

1960s.

Manufacturing was particularly hard hit in the most
recent recession. It was not until the March 2004
payroll report, 28 months after the recession offi-
cially ended, that the manufacturing sector stopped
shedding jobs. More importantly, service sector em-
ployment has also lagged in most areas. Information
technology (IT) accounts for more than half of all
the jobs lost since early 2001. Nonetheless, employ-
ment cutbacks were widespread in the service sector,
including trade, transportation, professional and
business services, leisure and hospitality. Even job
gains in the education and health care industries,
which do not usually follow the business cycle, have
fallen well behind previous recoveries.

There are four leading theories for the poor perfor-
mance of the U.S. labor markert in recent years:
offshoring, over-hiring in the bubble years, a shift in
the relative price of capital relative to labor, and an
exaggerated cyclical boost to productivity, driven by
corporate angst. We examine the evidence on each
theory below and conclude that over-hiring and cor-

porate angst are the primary suspects.

11 € o/~rr . a e

, 147 . |
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1992 1996 2000 2004
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""SOURCE: MANPOWER, INC.

Our analysis concludes that the delayed payroll re-
covery reflected temporary, cyclical factors. There
are no structural headwinds to prevent accelerating
job gains in the coming quarters. ‘
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New Direction

@ ) . i .

Labor Offers Big Concessions

1 of his l ' ; :

ew poll. To Get Companies to Keep

survey . L

yamer-  Production Close to Home

my,

portant: . | )

voters. VW Workers Change Their Key

fmglgf - By NEAL E. BOUDETTE

yagain = :

X ge., WOLFSBURG, Germany—When Volks-

wagen AG announced in December 2002
that it wanted to lay off 500 people at a
plant in Pamplona, Spain, Werner
Wigiduckel headed south to help his fellow
workers.

f A senior union representative at the
car maker’'s enormous headquarters

, plant here, Mr. Widuckel had stood up to
budget - management many times. But instead of
S supporting the hard line that Spanish
ashot unions wanted to take, Mr. Widuckel
S e warned his colleagues of a bitter truth.

ton. Offt Spanish wages. although well below

Gerinan levels, are more than double
~those in Slovakia, where VW has been
expanding manufacturing capagity. Push
: too hard against the layoffs,
‘Widuekel pointed out, and management
"could easily shift produetion to the east,
which would endanger far more than 500
Spanish jobs. Several weeks later, the

Mr. .

JoBs N Eulerpe
As Jobs Head East“‘?in \Europé, |
Power Shifts Away From Unions

Road Trip
Volkswagen is o}é[g of many auto makers that have

moved producﬁo'hgto low-wage countries in Central
and Eastern Europe. VW plants marked below.

Source: the company

VW cancelled the layoffs. In theiage of
globalization, Mr. Widuckel says with a
shrug, “one Has to be willing togo in a
different direction.” i
Not too long ago, winning this:sort of
concession would hayve been unthinkable
for most Western European companies.
For years, European unions bitterly

Pamplona workers took a 5% pay cut, and

A Job for Solomon: -
| Was Bono’s Blurt
A Verb or Modifier?

Arbiter of Airwaves Decency
Adjusts With the Times;
& 237,215 Letters Disagree.

By ANNE MARIE SQUEO

WASHINGTON~—David Solomon,
chief of enforcement for the Federal Com-
munications; Commission, faced a deli-
cate dilemma of grammar and propriety:
Could the “f-wo v

fought even modest givebacks to employ-
€rs, demanding and winning pay raises
and shorter work weeks despite weak eco-

nomic growth. ;
But the balance of power is shifting.

Since the late 1990s, when the European |

Union began laying plans to admit new
members from Central and Eastern Eu-
rope, manufacturers of tires, furniture,
glass,  consumer ’
electronics and
other goods -have
been building
plants and moving
production east to
take advantage of
lower wages, more
accommodating

unions—and  the
prospect of relaxed
trade barriers. With
them have gone
tens of thousands of
union jobs. Utiions
fear more will fol-
low asnine Eastern Europeannations plus
ing ties.

=S\
Werner Widuckel

MiGRat vy TeO
Pentagon Asks
Justice to Join

Halliburton Probe

Move Suggests Investigators
See Grounds for Penalties
Over Billing for Fuel in Iraq

The Pentagon has asked the Justice
Department to join an inquiry into al-
leged fuel overcharging by Halliburton
Co. in Iraq, indicating that Pentagon offi-
cials see possible grounds for criminal
charges or civil penalties.

The broadening of the fuel inquiry,

which one military official described as

By Neil King Jr. in Washington
and Glenn R. Simpson in Kuwait City

“highly significant,” would give the inves-
tigation considerably more heft. Justice
investigators have the power.to indict
and to press criminal fraud charges—
abilities denied the Pentagon’s civilian
watchdogs. They also can assess hefty
penalties and seek additional damages, a
power the Pentagon lacks, though its au-
ditors can reject a contractor’s billings
as being too high and decline to pay.

A senior Justice official said the de-
partment was “expected” to take up the
investigation, but said that because the
allegations involved both civil and crimi-
nal violations it is unclear which division
will take up the case. L

Halliburton spokeswoman Wendy Hall
said the referral to the Justice Depart-
ment was “to be expected ... in the cur-
rent political environment.” But she said
it was simply “a method of further study-
ing the issue and not & condemnation” of .
the company’s business practices.

Pentagon officials notified members -
of Congress yesterday about the move to
widen the Halliburton investigation, as 00
the House Government Reform commit- \
tee prepared for a first-ever hearing to—\\)
day on alleged Iraq contracting abuses.

Halliburton’s Kellogg Brown & Root/’
subsidiary has been under mounting scru-
tiny since last fall over suspicions that a
fuel contract the company signed in May
had overcharged U.S. taxpayers by $61 mil-
lion up to the end of September, and by
about $20 million a month since then.

A Justice official suggested the depart-
ment might inquire whether there was any
violation of the federal False.Claims Act.
Under that 1: ) i




. DFices, wages or prof-

: manent employees %

Health-Care Costs Blamed for Hiring Gap

HE SEARCH IS on for an an-

swer to the most pressing: ques-
tion in.the U.S. economy today: Why
are businesses so-reluctant to hire
new workers?

The popular answer is that bu51- ’
s ea.d of the ,U S: But .here rsn’t

to explain the mystery ‘The econo-

mists’ quick answer—that productiv-
ity is rising—is a tautology: Rising
productlvrty reflects the fact that pro-
duction i Is up and em- :

premiums; the typical employee paid
an additional $2,412. Despite shifting,

ts to workers, employers’ fums
have risen 38% in the past three years. =

oy

Spending more on health isn’t nec-
essarily bad. It isn’t all rising prices, ">
excessive drug-makers’ profits-or un-
needed care. Some reflects the grow- ()
ing American appetite for health care'«
and costly life-improving advances in }*
knowledge.

doesntexplam it: k Health-Cost Headache" VEN 80, anxi-

‘So'now rising
health-care costs are
“being fingered: “Medr-
Qalmss_ar.e.usmg
more rapidly than -
anything else in the
€conomy—more than ..

itS_Ifisn't only eur-
‘rent medical costs, ./
but also the )fe’sent
e Qf he |
-Stream of: endlessly

hlgh cost inereases

that retards hiring,”

Health-insurance costs are rising more health-care Pt
ages; year-to-year change

fee: Bureau oftéborétatistics’ Employmentéostmdex 'Health health -

4 ety about rising

could be a particu-
lar obstacle to hir-
ing at a time when
business finds it dif-

costs of any sort.
For every new hire,
notes Helen Dar-
ling, president of
‘the National Busi-
ness Group on

suggests Roseanr,e
Cahn, who runs her own New York con—

sultancy called ‘eCAHNomics; -

The logic goes like: thls For an em-
ployer, adding a worker makes sense

.when demand seems strong enough for

the company to turn a profit from a.
worker’s labor .But adding a_new

1g.
also are payroll’taxes And there are
the eosts of health care and persions.

H-CAF E costs surg-
r orefer to s
‘workers on

and temporarres is typlcal early ina
recovery,” says Lawrence Katz ala-
bor economist. “It is surprising I
mto a s‘ pose | recovery,

over the last yea T do thmk gh
uncertain health-care costs are being
viewed by some employers as a stib-
stantial fixed cost to hmng new per-

year per famrly on: health-msuran e

surance now costs -
an employer roughly as miuch as pay--
roll taxes. And none of President
Bush’s tax cuts have made hiring -
more attractive; indeed, he and Con-
gress offered a sweet tax break to buy
more machines and computers. -

Skeptics cite some strong contrary
evidence. The latest government data
don’t suggest that compames are mak- !
ing eXIStmg workers put in more '
hoeurs: Durmg the ‘past year; the aver- -
age front-line worker’s workweek has
barely grown, though an uptick has
occurred recently in factory overtime.

+ But use of temporary workers has
soared In the past 12 months private
employers of all sorts have added only
188,000 workers,‘an incre just
0.2%. Economiists keep predicting that
businesses must be about to hire en:
thusiastically, given the economy’s
growth. Some surveys of executives 0\
siggest that’s so. So far, the hiring LL) "
hasn t happened -

*'This much is cléar: Those who: 1den- ;
tify nsmg hea,lth -care costs as a big
problem- are qu1ck to-draw the 1link. If
the joblessness of the recovery per- E
sists, the public search for culprits will
intensify. ‘Health costs are bound to’ get
more scrutmy and might even rival out-
sourcmg as a focus of publlc concern

E-mail me at capital@wsl.com ]
See questions and-answers Tuesday at
WSJ com/ capitaIExchange iy
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