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By Jon E: HILSENRATH
And ConsTaNcE’ MITCHELL. FORD

NEW YORK-—A modest economic re-
covery should :take firmer root:in. 2003

led by businesses expected to pour their -

recuperating profits. into investment: af-
1281

ter fwo.years:of cost:

Thatis:the widely-held view among 55
economists who participated in’The Wall
Street-Journal’s 2003 -economic-forecast-
ing survey. At the same'time; they point
to a world filled with " unt:ertamtles An
extended -conflict in"Irdq or new: roun
of terrotismi; they say, coiild still' der
the outlook for even modes growth

By MicHAEL M. PHILLIPS

CALABAR, Nigeria+On-the morning
of June 21, 2001, ‘the ‘people of ‘the tiny
nation-of: Sao/Tomé and Principe awoke
to discover that their Coast Guard was
missing.

Itwasn't until-a year ‘later ‘that they-

tearned that: eir Coast:Guard; a: single,

28-foot” patrol:-boat made in- Arkansas,

was at'a Nigerian Navy base here on the
Calabar River; 325 miles from home.

“New, 18 ‘months after‘the boat disap- -
peared thescase has degenerated into:a
diplomatic standoff rooted in oil and-rife
with: geopohtlcal maneuvering: They

“promised to repair it and send it bdck;”"
“President

compldins . Sa0" Toméan

e
. Abifa

Fradique de Menezes, who.adds that he
has on:several ocedsions pleaded person-
ally with Nigeria’s president for the
boat’s return. But “nothing has been
dorie,” Mr. de Menezes says.

Nigerian President Olusegun Obdsan-
jo’s spokesman; Chunji-Oseni, says that

Please Turn:to- Page 45, Column 1

Economists Expect Spending
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and hiring has been widely blamed for
the economy’s slow path to recovery. But
with profits now _rising—governmenf
dafa show that pretax profits were up
12% in the“third quarter in 2002 from a
year earlier—the -consensus among the
55 fore"caste'rs‘ in the Journal survey is
1€ € i [y build mo-
mentum throughout the year -as compa-
: mes replenish- depleted inventorie
invest merefEaVily 1 Tew-equipme

[“its-and:generating ‘more cash and they
have:to-do something with it,” says Ian
‘Shepherdson; chief. U:S:. economist at
ngh Frequency Economics in Valhglar

Tetast -of the econo-
rmsts 4n the Journal survey:calls for real
'gross domestlc pmduct the value of the

g 7‘7 n the final two quarters of the year.
That ‘would:. be shghtly better than 2002

: ,in turn could nudge down the un
,vemployment rate to 5 % by the end ot

:accordmg 0 the survey

When a r what would be

thie main engjue of nconnmic activity in

re eco

b-te ear "00

; least % for the year:

- JArun-Raha, “economist with Eaton
Corp., an:industrial-equipment-manufac-
turerin:“Cleveland, Ohio, was one .of
those .economists. He notes that corpo-
rate . profit -margins. have ‘improved,
thanks in part:to productivity gains regis-
tered ‘from cost-cutting: in 2002. He alsc
believes <that: uncertainties created by
last year’s.accounting:scandals have-dis-

‘sipated, ‘making ‘executives. more. pre-
pared:to focus:on growth again. Having

putioff making new investments f for two~

years, . many :companies. are. now stuck
with. aging- equipment that needs to be

replaced. i}
“—"Everything that you need for busi-

| ‘ness:investment to pick up is there,;” says
“Mi. Raha.

:Despite the growing optimism ahout
corporate: :spending, most economists:
‘readily contede that the year .ahead:is
{illed with more than the usual:number
of risks. One is that the weak stock mar-
ket could’ continue to weigh-on business
confidence. (See story; page A4.)

‘Dual Threéats

-The most obvious risk is :something
- that economists ‘can’t easily punch into
their economic models: the dual thréats
of ‘war .and terrorism.. The.U.S. begins
‘the new year with.a confrontation loom—
ingin Iraq, with North Korea threatening
to restart its nuclear weapons program

just about everywhere: Twenty-six of the
55 economists surveyed sdid that war
:and global uncertainties -are their pri-
mary concerns for 2003. i

. The mere presence of these uncertain-
ties is already holding back the economy
in important ways. The potential for war

lew Turn to Page A2, Column §
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and with the risk:of terrorism lingering -
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we need io see some foliow-turough. breadih has
improved, although it is not at the level of previ-
ous sustained rallies. Meanwhile, corporate bond
spreads remain near record high levels.

Bottom Line: It is too early to get a clean read
from confirming indicators, but so far financial
markets are not flashing the all-clear sign for
stocks. The odds of a durable rally will increase if
the Fed eases policy at next month’s meeting.

Waiting For the Fed

The FOMC is due to meet on November 6, the day
after the mid-term Congressional elections. We
had been expecting them to ease by 50 basis
points in order to protect against the risk of both
deflation and a slide back into recession. However,
it is possible that the rebound in equity prices will
encourage the Fed to remain in a “wait-and-see”
mode. Ironically, if that occurred, then the equity
rebound may not last very long. The Fed’s failure
to cut rates in August helped to short-circuit the
equity rally that began in late July.

Public statements by the Fed seem to indicate
a complacent attitude toward the threat of defla-
tion. Although two FOMC members wanied to
ease at the September meeting, the majority be-
lieve that policy is already easy enough to support
an economic recovery - all that is needed is some
patience.

Although the economy has not plunged off a
cliff, Tecent trends suggest that additional simulus
1s required. The Conference Board’s Teading eco-
nomiic indicator is headed below the boom/bust
line, the demand for labor is softening, according
to the National Federation of Independent Busi-
ness, and consumer confidence has fallen below
the lows reached last year in the wake of the ter-
rorist attacks (Chart I-3). The ISM Manufacturing
New Orders index 1s also situng on the boom/bust

line.

e

~"The key issue with regard to the economic
A€ REY 180118 W1l It
# outlook continuss 1o be whether corporatie sector

expen'dlture will increase before consumer spend-

ing and housing activity head lower. At this point,

the corporaie secior does not show any sign of

A ~ e l"
,/*“ f‘;*";’/ INAL S ;;“ﬁ- L
\

;," — 1
;i 5’\»!11 r{/
\ o 13

_abandoning its retrenchment mindset. -
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SEP '03: CORPORATE CASH FLOW IMPROVES....
...BUT COMPANIES ARE RELUCTANT TO INVEST
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IMPROVED FINANCIALS + (LOW INVESTMENT & HIRING) =
HIGH PROFITS & PRODUCTIVITY...WILL JOBS FOLLOW?
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Investment is Lagging
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... While Spending will Accelerate

Capital spending has lagged in the current expan-
sion relative to previous cycles. Chart III-8 shows
that while private fixed investment has bounced
back in the two years since the current expansion
began, it lags well behind the experience of previous
cycles.

The fundamentals would seem to support a much
stronger upturn (Chart I11-9):

m  There is no capital stock overhang. The corpo-
rate sector’s capital stock as a percent of GDP is
near the bottom of its range. '

m  Capacity growth is low. Manufacturing capacity
is growing at a 1% rate, its lowest level since
1984. Excluding technology sectors, manufac-
turing capacity is shrinking. v

m  Cash flow is exceptionally strong, Capital
spending traditionally follows the trend in cash
flow. Moreover, the corporate sector's focus on
retrenchment during the past few years has paid
off. Leverage is shrinking and companies are
well positioned to increase spending.
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CHART Ill-9
Fundamentals Point to...
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CHART llI-10
...A Further Pick Up in Spending
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Trends in Credit Demand
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By Eliot Blair Smith, Mat

. and Jon Swartz
USA TODAY

. Microsoft's $75 billion

. manager at Millennjum

shareholders Tepres

~ end to an amaz

: ~ be surpassed w
the disclosure of second-quarte:

o g_{)oﬁts. (Cash hoards were up 11%
. lrom a year ago and more than' |
double cash holdings five ye

ago.

- However, in the absence of new,
- emerging markets for the USA
| companies to sell to, or the next

‘ i nal technology. as :
s ; ital, too fe
just the
mpanies
ir good fortun

Tt
Asset Man-
agement. Kirk Walden, research di

| rector at Pricewate houseCoope

, ‘There is no Intern

. phenomenon to spl

) urge
Big-company executiv

alone in confronting the proble

- Hedge fund investors and ven
ture capitalists report turning

- away streams of cash. “There aren’

consider-
abltyn from the record $28.5 billion
inthe first quarterof 2000, .

See COVER STORY next
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Fed chief: Companies too cautious

Terrorism fears
partly at fault
o

By Sue Kirchhoff
USA TODAY

WASHINGTON — Federal Re-
serve Chairman Alan Greenspan
Wednesday i
caution about investment and hir-
ing, said there was little evidence
new jobs in the USA paid less than
those they replaced and called

~ high African-

The economy American job-
: : lessness a soci-
etal failure.

In testimony to a House commit-
tee, the Fed chairman also said that
while tax cuts had helped the
economy, Congress must now de-

velop policies to control long-term

programs and deficits -that could
_stuntgrowth.
' As he did Tuesday before a Sen--

ate committee, Greenspan forecast
solid growth this year with rela-
tively low inflation — despite signs

‘business activity softened in June..
- He said the Fed anticipates raising

interest rates at a “measured”
pace, while reiterating it would
move faster if inflation speeds up.
In a separate speech Wednesday,
Federal Reserve Bank of Philade]-
phia President Anthony Santomero

predicted about 200,000 new jobs

a month and healthy consumer
spending. But he said that if those
expectations aren’t met, the Fed
might go slower at raising rates.
“Some recently released data
have been on the soft side. If such

signs were to persist and the ex-

pansion seemed to be losing mo-

- significantly meaningful

_mentum, we would need to con-

sider slowing the pace at whichwe
(raise rates),” Santomero said, add-
ing if inflation speeds up, the Fed
will, too. ’

In another speech, Fed Vice
Chairman Roger Ferguson said the
r’ec?(very appeared “firmly on
track.”

Rep. David Scott, D-Ga., asked

about the fact black joblessness
was 10.1%, compared with 5% for
whites. “No matter any way we cut
it, part of it is discrimination,”
Greenspan said, calling education
theanswer =~ = ,
* The Fed chairman also said busi-

nesses have shown the most reluc-

On June 30, the Fed raised its fancem decades

0 Invest relative

short-term interest rate target to to the cash they hold. He blame

1.25% from 1%. Economists expect
quarter-point rises into 2005. .
In response to questions
Wednesday, Greenspan said it
didn't appear the economy was
producing subpar jobs as Demo-
crats and some economistssay.
“We've not been able to find a
change in
the quality of the jobs being pro-
duced relative to the quality of
jobs being lost for the nation as.a
whole over the past year,” he said.

- IOr]

the situation on unease about ter-
[1) dilg €

cerns) are capable of being as-
suaged, what it probably will be
doing is, rather than creating a
large surge in economic activity, is
to gradually stretch it out,” Green-
span said, adding that could help
the economy next year. ,

Contributing: Wire reports
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By LEE HAWKINS

DETROIT-U.S. auto sales eased 2%
in June, mainly because of sharp de-
clines at General Motors Corp. and Ford
Motor Co. An escalation in the U.S. indus-
try’s price war seemed imminent as GM
declared it intended to accelerate sales
in the second half of the year to work off
bulging inventories.

“Wa ara all enino intn tha ciimmanr

U.S. economic recovery, which has been
stronger for upper-income consumers
than for many biue-collar and middle-in-
come Americans. In June, mass-market
brands such as Chevrolet and Ford suf-
fered sharp declines from a year ago,
while certain luxury brands, notably
BMW, Lexus and Acura; had strong gains.

¢

Auto Sales Fell 2% in Dreary June for GM and Ford

sales and gained market share in June,
as did South Korean auto maker Hyundai
Motor Corp.

Overall, June light-vehicle sales trans

lated to a seasonally adjusted anhual

German auto maker DaimlerChrysler

sales pace of 15.4 million vehicles; down
from 16.5 million vehicles a year ago and
an abnormally strong 18 million seumg
pace in May. Industry officials said
June's Weakness was at least partly a pay-
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