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Вектор недели

США - НА ПОЛНЫХ ОБОРОТАХ, НеведомО КУДА

Прошедшие 7 дней можно кратко обозначить как неделю хороших экономических новостей. Как и на прошлой неделе, главным генератором обнадеживающих известий стали США. Сначала появились сообщения о росте деловой активности в строительстве, затем стало известно об увеличении количества заказов в промышленности, рекордном росте индекса ISM в сфере услуг, в середине недели появилась информация о быстром росте производительности труда в американских компаниях и снижении количества заявок на получение пособий по безработице. Но самыми эффектными были новости конца недели: количество новых рабочих мест, созданных в апреле, значительно превзошло прогнозы и оказалось ненамного меньше рекордного мартовского уровня, который, к тому же, был еще и пересмотрен в сторону повышения. Приятным дополнением к этой сенсации стало сообщение о росте индекса потребительского доверия в апреле, который до этого времени упорно шел вниз с самого начала 2004 г. Появились предположения о возможном пересмотре предварительной оценки темпов прироста ВВП за первый квартал, также в сторону повышения.

Крайне незначительная доля «негатива» в таких вопросах как некоторое замедление темпов розничных продаж, а также микроскопическое снижение апрельского уровня индекса ISM в промышленности, стала скорее подтверждением общей пложительной тенденции, чем серьезным аргументом в ее опровержение. Даже рост инфляции – неизбежный попутчик динамично развивающейся экономики – пока еще не рассматривается в качестве источника серьезного беспокойства. «Все под контролем».

Тем сильнее диссонирует с этим благостным фоном реакция финансового рынка на поступающие экономические сигналы – всю неделю рынок пребывал буквально в коматозном состоянии, снизилось почти все, что поддается измерению: от акций интернет-компаний до казначейских краткосрочных векселей. Ожидание скорого (возможно, уже в июне) роста процентной ставки ФРС затмило для обремененных долгами американцев весь позитив новостей с экономического фронта. Как обычно, сказал свое веское слово и неугомонный Алан Гринспен – на этой неделе он заострил внимание на проблеме бюдженого дефицита и пришел к неутешительному выводу, что такая проблема имеет место и ее последствия не обещают ничего хорошего ни экономике ни финансам. Хуже всего то, что эта проблема не может быть устранена действим «невидимой руки рынка» – ее природа носит сугубо политический характер и связана с такими материями как уровень налогобложения и бюджетные расходы. Принимая во внимание отношение нынешней администрации к этим проблемам (желание снижать налоги и в то же время увеличивать госрасходы) можно предположить, что озвученный Гринспеном повод для беспокойства какое-то время все еще будет терзать неспокойную душу главного мирового банкира. Хотя и здесь труженики госстатистики сумели несколько подсластить пилюлю – вполне возможно, что по итогам текущего финансового года бюджетный дефицит США окажется несколько ниже ожидаемого ранее полутриллионного уровня. Вряд ли улучшило его настроение и известие о росте цен на нефть до 40 дол. за бар. Инфляция, конечно, под контролем, а вот цены растут. Особенно на бензин.

Косвенным (но проверенным практикой) подтверждением «неустаканенности» экономико-психологического состояния американского общества является не затухающий ни на секунду процесс низвержения прежних кумиров и битва за самоочищение в самых верхних слоях финансовой элиты: некогда звездного аналитика Фрэнка Куаттроне суд признал виновным и скоро посадят в тюрьму, там же придется «мотать» годичный срок супруге некогда звездного финансиста Энрона Эндрю Фастоу (ему самому грозит куда более длительная отсидка), мемориальную табличку на стенах Нью-Йорксой фондовой биржи, на которой упомянуто имя некогда звездного шефа данного заведения Ричарда Грассо, решено убрать именно по причине наличия на табличке опального в настоящее время имени, а недавно созданное «министерство по бухучету» (PCAOB) вообще посягнуло на святое – независимость аудиторов. Народ продолжает поиск своих врагов и жестоко карает их в соответствии с принципами капзаконности.

ГДЕ НАХОДИТСЯ «СЕРДЦЕВИННАЯ» ЕВРОПА?

При всех потугах доказать свою уникальность и независимость, Европа, как и обычно, всего лишь копирует своего заокеанского доминиона. Континентальная специфика добавляет немного комичности гримасам еврокапитализма. Американский раздрай между экономикой и финансами в Европе обрел геополитические очертания: экономический рост наблюдается в Англии и других странах, ориентирующихся на англо-саксонскую экономическую модель (к их числу оказались причислены и новообращенные члены ЕС – за самоотверженную поддержку США в иракском вопросе). Оплот «сердцевинной» Европы – Германия и Франция – находятся в глубокой экономической летаргии и пытаются компенсировать эту свою хозяйственную импотенцию политической гиперактивностью. Результаты такой сублимации пока достаточно спорны – в крайнем случае, протащить своего ставленника на пост директора МВФ «истинным европейцам» не удалось. Америка сберегла этот пост для испанца (в нынешней политэкономической географии Испания каким-то странным образом перекочевала из романского в англо-саксонский лагерь), который до последнего времени рассматривался как стопроцентный наследник премьерского поста в своей стране, но террористы спутали ему все карты. Америка своих сынов (даже если они сукины дети) в беде не бросает, вот и направили человека на хозяйственную работу в мировом монетарном масштабе.

НИКТО НЕ ЖЕЛАЕТ ЗЛА КИТАЮ

Все мировое экономическое сообщество с замиранием сердца наблюдает за тем как молодые англоговорящие китайские лидеры осуществляют «мягкую посадку» своей зарвавшейся уже буквально в поднебесье экономики. Заполонив весь мир неподражаемым брэндом «Made in China» и сбив цены на все мыслимые и немыслимые предметы потребления, начиная от футболок и заканчивая ДВД-плейерами, китайцы тем самым «задрали» мировые цены на базисные материалы – сталь, алюминий, строительные конструкции и т.п. К тому же у них образовался чудовищный энергодефицит (тут им поспешил на помощь Чубайс). В финансовом сухом осадке – миллиардный (в usd, разумеется) дефицит торгового баланса в первом квартале этого года (первый за последние годы быстрого экономического роста). Сам по себе, этот дефицит, как и все остальные макроболячки, является внутренней китайской проблемой, но больно уж Китай подсадил на свои дешевые товары потребителей всего цивилизованного мира, а также производителей из менее благополучных частей света (включая Россию), да и валютные резервы этой пролетарской республики приближаются к ставшей уже мистической сумме в полтриллиона долларов (как и дефицит бюджета США за этот год). Так что, в случае «жесткого» приземления поднебесной экономики мало не покажется никому. Дополнительную пикантность этому вопросу придает его история – не все еще забыли, с какой стартовой площадки осуществлялся космический запуск китайского экономического чуда. Мудрый Дэн Сяопин был вынужден отказаться и от Байконура и от мыса Канаверал в пользу центральной пекинской площади Тяанмень. В качестве разгонного механизма китайской ракеты использовались старые добрые советские танки. А что если ракета «жестко» свалится на свою стартовую площадку? Ведь на ее борту свыше миллиарда симпатичных золотистых «лиц дальневосточной национальности»...

Manufacturing Activity Slows in April

May 3 

Construction Spending Jumps in March to Best Month Ever; Manufacturing Growth Slows in April 

Escalating materials costs put a damper on manufacturing activity in April, according to an industry survey released Monday. But analysts say the economic outlook is still quite strong, noting that construction spending registered its best month on record in March.

The Institute for Supply Management said its manufacturing index slipped to 62.4 in April from 62.5 in March. The new reading was below the expectations of analysts, who had forecast a reading of 62.7.

The ISM said the economy is growing, but companies responding to its survey said that higher prices of certain commodities, such as aluminum and steel, were causing some difficulties. The ISM's prices index came in at 88 percent, 2 percentage points higher than in March. It was the 26th consecutive month the index has increased -- and the highest the index has been since April 1979, when it was 89.2 percent.

Still, analysts weren't too worried, saying the risk of inflation remains slight. They focused more on the manufacturing index, which is still well above 50. Any index reading above 50 indicates expansion, while one below 50 indicates that manufacturing activity is contracting.

"The (manufacturing) index is still at a very high level, and this was an insignificant change," said Alexander Paris, economist and market analyst for Chicago-based Barrington Research who is hopeful materials costs have peaked for now.

"Anything over 60 indicates an extremely high level of activity, and this shows you manufacturing is still growing at a fairly fast rate," he said, noting this is the sixth consecutive month the manufacturing index has come in above 60.

That optimism was bolstered by a separate Commerce Department report Monday that found construction activity jumped by 1.5 percent in March from February to a seasonally adjusted annual rate of $944.1 billion, the highest level on record.

The performance was three times bigger than the 0.5 percent increase that some economists were calling for and the gains were fairly broad. The report also provided further evidence that the construction and housing market in the United States are in good shape. The value of residential projects being worked on by private builders clocked in at an annual rate of $507.2 billion in March, also an all-time monthly high.

The 1.5 percent increase for March came after a modest 0.4 percent rise in February, according to revised figures. That was better than the 0.1 percent dip previously reported for February. January's figure also was revised to show a 0.4 percent drop in spending, not as deep as the 0.8 percent decline previously estimated.

Wall Street appeared pleased with both reports. The Dow Jones industrial average rose 88.43, or 0.9 percent, to 10,314.00, while the Standard & Poor's 500 index gained 10.19, or 0.9 percent, to 1,117.49. The Nasdaq composite index was up 18.57, or 1 percent, at 1,938.72.

"You've got solid economic growth which means solid corporate profits going forward," said John E. Silvia, chief economist at Wachovia Corp. "This is just further confirmation that there is going to be good corporate profits in the manufacturing and housing sectors."

Indeed, many economists are predicting business growth in the current quarter will be even brisker than the 4.2 percent annual growth rate in the January-to-March quarter of this year.

Still, Wall Street is closely watching interest rates and employment statistics in an attempt to gauge the economy's health and direction.

Federal Reserve Chairman Alan Greenspan and his colleagues are widely expected Tuesday to hold a key short-term interest rate at 1 percent, where it has been since last June. Greenspan recently told Congress that ultra-low short term rates, now at a 46-year low, must rise at some point to keep inflation in check, but he didn't say when that might be.

The ISM report, with its mention of rising materials costs, did raise some concerns about inflation, but most analysts agree that for now there is nothing concrete to fret about.

"We have inflation and it's rising but it's at a very modest level and unlikely to repeat the late 1970s experience on a general scale," Silvia said.

The Pernicious Rise Of "Core Europe"

May 4 

What does a French pharmaceutical merger have to do with the future of Europe? At first glance, not a lot. On Apr. 26, when Jean-Francois Dehecq, the chief of Sanofi-Synthelabo, announced that his bid for rival French drugmaker Aventis had won the day, he talked glowingly of the new group's promise: It would be the world's No. 3 pharmaceuticals producer, and it would boast a $4.5 billion research budget. Oh, and the headquarters would be in Paris.

What Dehecq didn't mention was why the merger came about. The French government, eager to keep Aventis out of the hands of Switzerland's Novartis, pushed for an all-French merger, and the deal was put together in meetings at the Finance Ministry. President Jacques Chirac wanted a national pharmaceutical champion -- and who better to make that happen than his longtime friend Dehecq? Little matter that the $64 billion tie-up is hard to justify on economic and industrial grounds. Or that it is disastrous for France's image as a magnet for investment. "In terms of the interference of the government, this is really, really bad," worries Bernard Gilly, a leading French biotechnology executive and venture capitalist. "I was among those French who thought (such) intervention had died out six or seven years ago."

But such intervention is part of what some German and French policymakers now describe as Core Europe. This is not the expanded Europe of 25 nations, which comes into being on May 1, when 10 new members join the European Union. No, this is a narrower region revolving around France and Germany, with Spain, the Benelux countries, and perhaps eventually Italy playing supporting roles. Core Europe stands distinct from the pro-American British, with their free-market notions, and the poor relations just arriving from Central Europe.

Core Europe's precepts? First, a kind of protectionism lite, which promotes national champions and, when necessary, uses market methods to advance its dirigiste goals. (Paris, after all, encouraged Sanofi to pay big bucks to Aventis investors.) The other traits: a determination to keep U.S. influence at bay and bend EU rules to promote the interests of the core, even at the expense of the periphery. Witness how France and Germany got away with breaching rules on budget deficits last November. Or how Chirac and German Chancellor Gerhard Schroder have coddled Russian President Vladimir V. Putin -- despite the European Commission's more critical stance on Russia.

Chirac and Schroder feel the wind in their sails, especially after the Madrid bombings, which led to a Socialist electoral victory two days later -- and to a 180-degree shift of policy in Madrid toward France and Germany and away from Britain and the U.S. Almost overnight, France and Germany won new clout in the fight for Europe's future. They are now likely to get an agreement on an EU constitutional treaty.

This shift in the political dynamic is rapidly isolating British Prime Minister Tony Blair, who has had to give in to calls from skeptical Britons for a referendum on a new European constitution. A no vote -- which polls predict -- would distance Britain further from the rest of the EU. With Britain sidelined and Spain backing France, says BP PLC Chairman Peter D. Sutherland, "we're again back to the idea of Core Europe."

If official meddling is anything to go by, that's not an uplifting idea. After bailing out engineering giant Alstom, Paris has pushed French banks to renegotiate its debt. Rome is rescuing Alitalia. German officials want new EU members to realign corporate tax rates to higher German and French levels.

True, governments are taking advantage of a leadership vacuum in the EC, which normally keeps an eye on uncompetitive behavior. EC President Romano Prodi, whose successor will be announced in June, is focused on Italian politics; several commissioners have left. Daniel Gros, head of the Center for European Policy Studies in Brussels, thinks a weakened EC is letting Paris and Berlin pursue "rear-guard" actions. But, he adds, "if Core Europe means thinking what is good for Paris and Berlin is good for everyone, it's not going to work." That won't keep Paris and Berlin from trying.

May 6 - The Bank of England raised its benchmark interest rate Thursday to the highest level since 2001, while the European Central Bank opted to keep its rate at a 60-year low, illustrating the divide between the economies in Britain and the rest of Europe. 

In Britain, runaway increases in home prices and widely available credit have fueled a consumer spending and borrowing boom, and the Bank of England seems to feel it has a mandate to rein in the trend, economists say.

Continental Europe, meanwhile, is slowly recovering from a downturn, with some corporations expressing cautious optimism, but most consumers remaining tightfisted. 

Over the short term, "indicators available still provide mixed evidence" about Europe's economic health, said Jean-Claude Trichet, the central bank president, at a news conference on Thursday in Helsinki, Finland. "All in all, they suggest that the recovery of real economic activity in the euro area has continued into 2004, albeit at a modest pace."

The central bank left its benchmark rate at 2 percent, where it has been for 11 months. Some economists had speculated that Mr. Trichet would lower rates to foster growth. 

The Bank of England raised its repurchase rate on Thursday by 25 basis points, to 4.25 percent, the third increase in six months. Britain does not use the euro, though it is a member of the European Union, and it sets its own interest rates. The country has the highest base rates of any of the Group of 7 industrialized nations. 

"Retail spending continues to be robust, underpinned by income growth and unexpectedly strong house price inflation," the Bank of England's Monetary Policy Committee said in a statement. "Investment prospects have improved. Inflationary pressures are likely to build despite a higher level of sterling than at the beginning of the year." 

Rising home prices in Britain have allowed consumers to take out ever bigger loans against the value of their homes, and many are spending the equity freely. Consumer debt is at a record 83 percent of gross domestic product, versus 80 percent in the United States and 49 percent in the euro zone countries, according to Merrill Lynch. British consumers, however, are more directly affected by changes in interest rates than Americans, because most mortgages have adjustable rates. 

Gerald Lane, an equity strategist with Morley Fund Management in London, said the Bank of England's policy of slowly raising rates carried some risks.

"The British consumer is like a frog," Mr. Lane said. "If you put a frog in a pan of cold water and slowly turn up the heat, he'll die, rather than jumping out." Ultimately, he said, the strategy could result in a collapse in housing prices, as consumers fail to rein in spending until it is too late. 

Others argued that because the Bank of England is responsible for the health of the banking system, as well as for hitting a specific inflation goal, it has few options.

The Bank of England has "only one instrument," Ian Stewart, an economist with Merrill Lynch in London, said. "The hope is you'll get a stronger U.K. economy that leads to a rise in manufacturing, exports and investment."

Most economists predict that growth rates in Britain and the rest of Europe will continue to diverge in 2005, with Britain's growth slowing and the euro zone's quickening. Some speculate that the Federal Reserve may follow the Bank of England by raising rates in June to curb consumer spending in the United States.

As Household Debt Rises, New Risk in Higher Rates

May 4, 2004

Philo Thompson is 28 (on the top picture), single and - like many other Americans these days - not afraid to stretch when it comes to buying a house. 

A management consultant in Denver, Mr. Thompson bought a $500,000 townhouse last Friday in the suburb of North Cherry Creek.

As many other first-time homeowners have done, Mr. Thompson put no money down. Instead, he took out a first mortgage for 80 percent of the purchase price and paid the rest by taking a home equity loan against the new house. To reduce his monthly payments, and to qualify for a big enough loan, he took out an adjustable rate mortgage that requires him to make only interest payments. 
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People like Mr. Thompson could get squeezed if interest rates start to rise. With economic growth looking strong and hints of inflation in the air, Federal Reserve officials have made it clear that the era of extraordinarily cheap money is slowly drawing to a close. Yet Mr. Thompson betrays no worries.

"I'm too young to be scared," he said last week, betting that both the value of the house and his income will keep rising. If the bet fails, he said, it will not be the end of the world, adding: "There is a difference between being poor and being broke. Being broke is more of a temporary condition. Donald Trump has been broke a couple of times."

Mr. Thompson is not alone in such thinking. After a three-year period when the Federal Reserve cut interest rates to their lowest level since 1958, Americans have become far more willing to load up on debt and banks have become far more willing to let them.

Household debt climbed at twice the pace of household income from the beginning of 2000 through 2003, according to data at the Federal Reserve. Enticed by low interest rates, Americans took on $2.3 trillion in new mortgage debt during that period - an increase of nearly 50 percent. Consumer credit, from zero-interest auto loans to the much more expensive debt on credit cards, climbed 33 percent, rising to $2 trillion in 2003 from $1.5 trillion in 2000.

Alan Greenspan, the Federal Reserve chairman, has repeatedly argued in recent months that rising household debt poses few problems. Fed officials note that the financial position of American households is, in some respects, stronger than ever. The value of household assets - from resale prices of homes to the size of stock portfolios - has increased even faster than debt. 

Indeed, the collective net worth of American households is now higher than it was before the stock market bubble burst four years ago.

And thanks in part to lower interest rates, monthly debt payments consume a smaller share of monthly income today than in late 2001.

"Although there are pockets of financial stress among households, the sector as a whole appears to be in good shape," declared Susan Schmidt Bies, a Federal Reserve governor, in a speech two weeks ago.

But household debt could soon start to pinch. Fed officials, who will meet on Tuesday to set monetary policy, have made it clear that they must eventually raise rates. And while the Fed is not expected to take that action Tuesday, the main question is whether the move will come this summer or be delayed until early next year.

Regardless of when it happens, economists predict that a significant rise in interest rates will come as a jolt to many people. Those with home equity loans will see their monthly payments climb almost immediately. Adjustable mortgages will increase more slowly, because many borrowers lock in rates for several years. But monthly debt burdens will eventually rise.

In the meantime, housing prices could drop sharply in some overheated markets like New York and Southern California, where many homes have doubled in price over the last five years. People who bought their homes with no money down could find themselves unable to sell without owing money to their lenders. 

Much has changed in the 10 years since the Federal Reserve embarked on its last sustained effort to raise rates. Inflation is much lower today and productivity growth is much higher, which may allow the Fed to take a more gradual approach than it did in 1994.

At the same time, though, many consumers and banks have profoundly changed their attitudes toward borrowing and debt. Responding to lower interest rates last year, homeowners refinanced $140 billion worth of mortgages in which they borrowed additional money. Mortgage lenders, in the meantime, rolled out scores of new kinds of loans, allowing people to borrow far more than they might have contemplated a decade ago.

The new loans go well beyond adjustable-rate mortgages. They include interest-only loans; "no document" loans, which allow people to borrow money at higher rates without proving their income or assets; and "no ratio" loans, which simply ignore a person's monthly income.

Mr. Thompson, who completed the purchase of his townhouse near Denver on Friday, said he would have qualified to borrow $330,000 if he had taken out a traditional fixed-rate mortgage. He qualified for a loan up to $550,000 by taking an adjustable-rate mortgage that will be constant for the first five years and that requires only interest payments.

He also avoided paying mortgage insurance, which could have cost several thousand dollars a year, even though he put no money down - something that had been mandatory for those who borrowed more than 80 percent of the purchase price. Because of the home equity loan he also signed for, his primary mortgage amounted to only 80 percent of the purchase price.

"People are looking at their payments and asking, 'How much interest rate protection do I really need?' " said Richard Wohl, president of the mortgage banking group at IndyMac Bank, a large lender based in Pasadena, Calif. Nearly two-thirds of IndyMac's new loans in the first three months of this year were adjustable-rate mortgages, and a quarter of all new loans are subject to adjustments in the first year. 

Nontraditional loans first proliferated in California and Washington, largely in reaction to soaring real estate prices. But IndyMac and other big Western lenders have been rolling out their full array of options to every part of the country, and competitors in every part of the country have followed suit.

Nationally over the last year, homeowners have tried to lock in low fixed-rate mortgages. But as rates began to creep up in March, making it harder for some people to afford fixed-rate mortgages, home buyers began shifting to the riskier adjustable rates to keep up with high real estate prices.

According to data compiled by the Mortgage Bankers Association, the share of people who took adjustable-rate mortgages jumped to 32 percent in March from about 13 percent last July.

Local mortgage brokers, linked by computer to large lenders and automated loan-approval systems, say they can often find money for almost any kind of customer, sometimes within minutes.

"There are an incredible number of loans that get approved now that would have been way out of bounds a few years ago," said Ruben Ybarra, president of the Chicagoland Home Mortgage Corporation. "I may think a person is being allowed to borrow too much. But if the computer tells them they're approved, what can you tell them?"

The willingness to take risks is not limited to lower-income families struggling to buy a first home. Even as interest rates appear to be heading upward, a growing number of wealthy homeowners have decided to cut their monthly payments by switching to interest-only loans that adjust as often as once a month.

Alan Bubes, owner of a linen-supply service in Washington, is refinancing a mortgage of more than $1 million on the home he and his wife own in Georgetown. By switching to an interest-only mortgage that adjusts every month, Mr. Bubes expects to cut his monthly payments and reinvest those savings.

"It's a gamble," Mr. Bubes acknowledged, saying that he could make more by reinvesting his savings than paying down his debts.

Danny Schappell, a mortgage banker with First Savings Mortgage who works in Potomac Md., a wealthy Washington suburb, said demand for adjustable-rate mortgages, or A.R.M.'s, and interest-only loans was rising.

"It used to be that everyone wanted a fixed rate," he said, "and now there I am getting calls for all these A.R.M.'s with interest-only payment options. Actually, I am getting ready to settle on a beach property for myself, and this will probably be an interest-only loan."

Spain's Rodrigo Rato elected new IMF chief

May 4 

The International Monetary Fund on Tuesday elected Spanish former Economy Minister Rodrigo Rato as its new managing director that maintains the tradition of a European heading the 184-nation global lender.

Rato was picked in a two-stage vote by the IMF's 24-member executive board, including a secret straw poll that produced a majority in favor of the Spaniard, the fund said.

"The Executive Board of the International Monetary Fund today selected Rodrigo Rato to serve as managing director and chairman of the executive board for a five-year term," an IMF statement said.

Rato, 55, succeeds Horst Koehler, who resigned in March to bid for the German presidency. He is expected to hold a news conference in Madrid on Wednesday.

His appointment is considered a triumph for the political status quo over change sought by developing countries that want to end the 60-year custom of putting a European in charge of the IMF.

IMF directors said Rato's selection was a "done deal" before Tuesday's vote despite the nomination of a second candidate, Mohamed El-Erian, a former senior IMF official.

Egyptian-born El-Erian was nominated by Egypt's IMF executive director, Shakour Shaalan, who led the developing world's push for more say over the selection of the fund's top official.

Board sources said the final tally of the secret straw poll, that would indicate if there were any objections to Rato's taking the top job, was not divulged to directors.

There were no abstentions in the formal vote that followed, which showed consensus over Rato, the sources added.

"In the formal session we all united around the one candidate," one source said.

The United States, the IMF's largest and most influential shareholder, immediately welcomed the news, saying Rato had shown an understanding for the realities of economic policymaking during his tenure as economy minister.

"We expect Rodrigo Rato will be a strong and skillful leader of the IMF and will focus on continuing to strengthen the institution, to the benefit of all its members," U.S. Treasury Secretary John Snow said in a statement.

Rato's selection differed from the previous succession at the IMF in 2000, when the United States rejected Germany's first candidate before settling on Koehler.

POLITICAL AMBITIONS

Rato's political ambitions were dampened at home after he was passed over to succeed former Prime Minister Jose Maria Aznar as leader of the conservative Popular Party, which was unexpectedly defeated at the polls in March.

He was vital in preparing Spain as a member of the euro zone by restraining spending. With 10 years of consecutive growth, Spain is one of Europe's most successful economies.

Rato's credentials abroad include an intimate knowledge of Latin America from Spain's close business ties, common language and cultural relations with the region.

His Latin American expertise will be crucial in discussions with the fund's two biggest borrowers, Brazil and Argentina.

Brazilian Finance Minister Antonio Palocci on Tuesday congratulated the IMF for the appointment, saying Rato had demonstrated an open and modern vision for the IMF and its relations with member countries.

IMF insiders described Rato as politically smooth, but lacking knowledge about the inner workings of an institution that oversees the global financial system.

His political astuteness will be useful when dealing with governments, especially the dominant Group of Seven nations.

That differs from Koehler, who was considered an able technocrat, but lacking in political savvy at a time when major economic crises erupted in Latin America.

The 50 Years is Enough Network, a grouping of U.S. organizations pushing for reforms at the IMF and World Bank, said Rato's appointment showed the fund had no intention to open the top job to other nations.

"Just as in the case of every previous managing director, Rodrigo Rato is from Western Europe and was chosen through an opaque series of back room negotiations," it said. 

US outlook brightens again as factory orders jump

05.04.04

New orders at U.S. factories rose strongly in March, the government said Tuesday, piling pressure on the Federal Reserve to raise interest rates in the months ahead although fresh layoffs data clouded the outlook. 

The Commerce Department said factory orders advanced 4.3 percent in March, the strongest rise in nearly two years, after gaining a revised 1.1 percent in February. 

Wall Street had forecast orders to gain a more modest 2.3 percent in March and the surge, which came as the Fed signaled it was preparing to raise interest rates, points to an upward revision in first quarter gross domestic product. 

Fed policy-makers Tuesday left short-term rates at a 46-year low of 1 percent but indicated for the first time in four years it was getting ready to start moving them up at a "measured" pace. 

"The data put the Fed on alert that the economy probably does not need as much stimulus. The only thing that may hold the Fed back right now is job growth," said Gary Thayer, chief economist at A.G. Edwards & Sons in St. Louis. 

Layoffs in the United States rose 6.1 percent last month after falling to the lowest level in nine months in March, according to outplacement firm Challenger, Gray & Christmas Inc., signaling payroll data for April may be disappointing. 

The firm said employers announced 72,184 job cuts in April, up from 68,034 in March, but still down 51 percent from April 2003. 

LAYOFFS GAIN 

The Challenger report lends weight to bond market expectations that the Labor Department's April jobs report, due on Friday, is likely to be weaker than March's impressive 308,000 job rise. 

"Companies wait until the last minute to hire. They only hire if there is no other choice," John Challenger, chief executive of Challenger, Gray & Christmas, told Reuters. Companies wait until they are sure the employees will be needed, he added. 

Firms have been waiting for a convincing pickup in economic activity and the latest data point firmly in that direction. 

Demand for durable goods -- big-ticket items meant to last three years or more -- rose 5.0 percent. Non-defense manufacturing orders were up 4.6 percent, the largest gain since March 1992's 5.0 percent advance and ex-transportation orders were also strong, pushing up 4.4 percent. 

The government said non-durable goods orders, which make up a bit less than half of all factory orders, rose 3.5 percent compared with a revised 1.8 percent fall in February. 

Factory inventories were up 0.3 percent in March, while the inventory-to-shipments ratio -- a measure of how long it would take to deplete stocks at the current shipping rate -- declined to a record low of 1.23 months. 

This points to stronger inventory building in the second quarter of the year -- which will further fuel growth -- and a stronger first quarter than initially thought. 

"The manufacturing and construction data release in the past two days point to an upward revision" in the first quarter GDP estimate, Morgan Stanley economists David Greenlaw and Ted Wiesemen wrote, adding they see it near 4.7 percent. 

The Commerce Department last week released its advance reading of first quarter GDP at 4.2 percent. 

U.S. construction spending hit a record high in March, rising 1.5 percent to a seasonally adjusted annualized rate of $944.051 billion, government data showed Monday. 

Other data released Tuesday also pointed to a vibrant U.S. economy, with two separate reports showing chain store sales rising robustly in the final week of April. 

Sales at big retailers rose 5.0 percent on a year-over-year basis last week, up from the preceding week's 4.7 percent pace, said independent research firm Redbook. Sales in April were down 2.3 percent compared with March. 

This bolstered the findings of the International Council of Shopping Centers and UBS, who said in a joint report that U.S. chain store sales gained 1.5 percent last week, after a 0.5 percent fall in the previous week. 

Services Growth Reaches Record in April

The U.S. services sector, which accounts for 80 percent of the economy, grew at a record pace in April, fueled by higher employment and a jump in new orders, an industry survey showed on Wednesday.

 The Institute for Supply Management's non-manufacturing index rose to 68.4 in April from 65.8 in March, above Wall Street estimates of a dip to 64.0. A number above 50 indicates growth.

"This was yet another very impressive report from ISM," said Doug Porter, senior economist at BMO Nesbitt Burns in Toronto.

"It was strong from top to bottom with nothing to quibble about on the growth front. The report continues to flag worries about inflation pressures, both in the prices paid component and in the increasing order backlogs," Porter said.

The ISM survey's employment index rose in April, to 54.5 from 53.9, while demand for new orders grew, with that index increasing to 65.6 from 62.8.

The prices paid component rose to 68.6 from 65.7 in March.

"It's a strong report. The overall index is up more than consensus. New orders are 3 points higher. Employment is slightly higher. It's a good, solid number. Yet another survey of the economy is suggesting sustainable strength." said Cary Leahey, senior U.S. economist at Deutsche Bank Securities in New York.

The report provided evidence of recovery in the non-manufacturing sectors, and complements earlier reports on the manufacturing sector that bodes well for economic growth.

"We are seeing a very positive feedback between the manufacturing and non-manufacturing sides of the economy," said Lynn Reaser, chief economist at Banc of America Capital Management in St. Louis. "The employment index is up which is good news. The second quarter could be another strong quarter for the economy."

U.S. Treasuries yields shrugged off the data, with price support on Wednesday from hints the U.S. government may need to borrow less from investors than first thought. Benchmark 10-year U.S. Treasuries yields, which move inversely to prices, were lower at 4.54 percent from 4.57 percent late Tuesday.

The services sector includes everything from restaurants and hotels to banks and airlines. Many economists believe that, given the migration of many manufacturing jobs abroad, the long-awaited revival of the nation's labor market will have to take place in services. 

A Less "Patient," More "Measured" Fed

May 5 

When is the rate hike coming? The Federal Open Market Committee (FOMC), the Fed's policy-setting arm, voted on May 4 to maintain its Fed funds target rate at an ultralow 1%. But the committee tweaked the balance-of-risks statement in its post-meeting press release in a way that indicates that Alan Greenspan & Co. are moving nearer to reversing their accommodative policy stance --- which it had been maintaining in a "patient" manner, according to previous Fed communiques.

How much nearer? The market still isn't sure. After investors' initial assessment that the Fed would move sooner rather than later, the market then seemed to realize that the Fed did little more than fine-tune its previous stance, leading to a sell-off in bonds.

The statement's opening paragraph was mostly a copy of the Mar. 16 release, but it made some predicted adjustments to the economic and inflation outlooks that have become evident in the interim. Specifically, the Fed acknowledged improved labor statistics and a firmer series of recent inflation indicators.

ROUGH LANGUAGE. With these minor changes, the FOMC was able to set up subtle adjustments in the balance-of-risks assessment, concluding that "policy accommodation can be removed at a pace that is likely to be measured." Until this latest statement, the crucial language in place had been that the Fed would be "patient in removing its policy accommodation."

The central bank retained the "upside and downside" risks to sustainable growth at "roughly equal." That was in contrast to our expectation at Action Economics that the economic evidence is strong enough to remove the word "roughly." Evidently, the Fed still isn't satisfied with the labor market, as indicated in its assessment of nationwide hiring.

Job creation has been the latecomer to the economic-recovery party. We expect Greenspan & Co. to have room to tarry until the September or even the November meeting before hiking rates, unless the labor market surges dramatically, which would cause us to speed up our rate-hike forecast.

BALANCED RISKS. Where should investors look for clues to the Fed's next move? Much rests on the upcoming nonfarm payrolls data. In the May 4 statement, the FOMC asserted that "hiring appears to have picked up" --- replacing more tepid language from March's statement. On the labor front, this was the least policymakers could do after the 308,000 gain in March payrolls and the steady downturn in initial jobless claims so far in 2004.

Of course, the Fed is looking for more than just one solid month for the jobs numbers, so the word "appears" tells us that FOMC members would like to see that April's employment continuing to show the improved outlook. The April release is scheduled for May 7.

Policymakers did conclude at the May 4 meeting that "risks to the goal of price stability have moved into balance," shelving their reference to "an unwelcome fall in inflation." Previously, the disinflation/inflation scales were "almost equal." Now, they're in balance -- a nuanced yet important distinction.

SETTING THE PACE. Still, the Fed stands by its view that inflation remains "low" and that resource use continues to be "slack." This assessment leads logically to the conclusion that accommodative policy could be reversed at a "measured" pace.

The Fed acknowledged that "incoming inflation data have moved somewhat higher, though long-term inflation expectations appear to have remained well contained." That language trumped the previous "increases in core consumer prices are muted and expected to remain low."

This wording shift was more confirmation that core inflation (which excludes food and energy components) had ticked higher in April and that prices -- as measured in the government's first estimate of GDP growth the first three months of the year -- also bumped higher, along with similar moves in other price gauges.

LAYING ODDS. Bond-market reaction to the Fed's May 4 session was fairly turbulent. Bonds initially enjoyed a relief rally, as the central bank appeared to have done a credible job of telegraphing its intentions. But the relief soon turned to dismay after the Fed's slightly more hawkish tone on inflation sank in. Just look at the action in the benchmark 10-year Treasury note: Its yield fell to 4.43% after the announcement, from 4.5%. But a sudden burst of selling took the yield back to 4.55% by the close of trading.

Things were a bit calmer for stocks. Lingering either side of unchanged for the bulk of the session, major stock indexes finished modestly higher after digesting the Fed's statement. The dollar was burdened by profit-taking ahead of the statement and never really recovered.

Prices of Fed funds futures, a trading vehicle for market pros to bet on future rate moves, are implying about 50% odds of a quarter-point rate hike in June, not radically different than before the statement. But now, futures market activity indicates a 100% probability of a quarter-point hike by August, with 50% betting the move will be a half-point.

By September, futures traders have 100% probability that rates will be a half-point higher. The market is also relatively certain that the "measured pace" of the Fed means the fed funds rate --- a key short-term rate the Fed controls --- will be moving up to 2% by yearend.

Interest Rates Higher Ahead of Decision

May 6 

Interest Rates Moving Higher Ahead of Anticipated Rate Increase in August 

Consumers will not have to wait until this summer to see what kind of impact a Federal Reserve decision to move to higher interest rates would have on their pocketbooks. The Fed's policy of telegraphing its intentions has already sent consumer rates higher.

And analysts believe those rate increases in home mortgages and bank certificates of deposits will continue to occur in coming months, even though they don't think the Fed will actually start raising the key interest rate it controls until, probably, August.

Through a series of carefully timed comments by Federal Reserve Chairman Alan Greenspan and other officials, and subtle changes in the announcements issued by the Fed's interest-rate setting Federal Open Market Committee, the central bank is sending a clear message that rates will be headed higher.

"The Fed so far has done a very good job with its open-mouth policy of preparing the markets for an eventual rise in interest rates," said Sung Won Sohn, chief economist at Wells Fargo & Co. in Minneapolis.

The Fed's main policy lever is its target for the federal funds rate, the overnight rate that banks charge each other. The funds rate, an important determinant of short-term rates, has been at a 46-year low of 1 percent since last June.

Financial markets certainly are not waiting for that rate to climb. Over the past seven weeks, the longer-term rates controlled by markets have been on a significant rise.

Rates for 30-year fixed-rate mortgages, which hit a low for this year of 5.38 percent the week of March 18, rose above 6 percent last week to 6.01 percent, according to Freddie Mac's nationwide survey.

That increase tracks the rise in Treasury's benchmark 10-year note, which has gone from 3.76 percent seven weeks ago to above 4.5 percent this week.

So what should consumers do in this environment of rising rates?

Analysts suggest that those chronic procrastinators who have not yet refinanced their home mortgages should waste no time in doing so.

They have missed the four-decade low for 30-year mortgages of 5.21 percent set in June 2003, but refinancing at rates just north of 6 percent would still save money.

Savers who have suffered through extremely low rates on their bank certificates of deposits will benefit in a rising rate world.

Greg McBride, financial analysts at Bankrate.com, a personal finances Web site, said rates on five-year certificates of deposit, now at a national average of 3.13 percent, are up significantly from their low of 2.45 percent hit last July.

Analysts advise that savers ought to continue to favor shorter-term maturities of a year or less over the next six to 12 months so that they can invest in longer-term CDs as rates rise.

"There is no incentive to lock up multiyear maturities with interest rates still at such low levels," McBride said.

Consumers with credit card debt, auto loans and most home equity loans still have a bit of a reprieve on higher interest rates because this debt is generally tied to the Fed's federal funds rate.

Analysts advise paying off as much of this debt as possible in the next few months, before the Fed ratchets rates. Commercial banks' prime lending rate, the benchmark for millions of short-term consumer and business loans, is still at 4 percent, but it will be heading higher in lockstep with changes in the federal funds rate.

To predict how high rates will go, analysts pointed to the Fed's own statement Tuesday, which said that the central bank believes with inflation low and plenty of slack in the economy, any rate increases are likely "to be measured."

Many private economists interpreted that as meaning gradual quarter-point rate hikes which will start in August and then occur roughly at every other meeting over the next two or three years.

That could take the 1-percent funds rate up to 2 percent by the summer of 2005 and 3 percent by the summer of 2006. That's a far more gradual move than the 3-percentage point hike in the funds rate that the Fed engineered over a 12-month period in 1994, which sent shock waves through financial markets at home and abroad, pushing the Mexican peso into crisis and driving debt problems of Orange County, Calif.

No one is predicting that type of calamity this time. But analysts warn there could be fallout from rising rates in such areas as housing sales, which have been driven to record levels by super low mortgage rates, and in auto sales, where popular zero-rate financing incentives have been driving sales.

"These transitions rarely happen smoothly, but the Fed does have room to go slowly because inflation is so low," said Mark Zandi, chief economist at Economy.com.

Sen. Shelby tells Congress leave options alone

May 6 

The battle over whether U.S. companies should expense stock options escalated in Congress on Thursday, as Sen. Richard Shelby warned fellow lawmakers not to second-guess the accounting rulemakers who favor the practice.

The salvo from Shelby, chairman of the Senate Banking Committee, was aimed at stopping bills in the U.S. House of Representatives and Senate that would sink the Financial Accounting Standards Board's plan to require options expensing.

"The success of FASB depends on its ability to remain insulated from the political process," Shelby wrote in a commentary published Thursday on the editorial page of The Wall Street Journal.

In the opinion piece, which was headlined "Cut It Out, Congress," the Alabama Republican continued:

"Our capital markets are the envy of the world in large part because investors trust the financial information they receive.

"Congress should preserve this trust, stay out of FASB's rulemaking, and let the experts do their job," Shelby said.

But the chief sponsor of the House bill, Rep. Richard Baker, a Louisiana Republican, said he intends to have a vote on his bill in the capital markets subcommittee he chairs.

"At the moment, the arguments are not persuading me to go in a different direction," Baker told Reuters. He did not rule out compromise, however, saying he wanted to "work with FASB and the Senate to reach an accord."

FASB considered requiring companies to account for stock options as an expense on their financial statements a decade ago but backed away under pressure from Congress, Shelby noted.

"I do not want to see Congress make the same mistake twice," Shelby said.

FASB CRITIC WANTS 'SECOND OPINION'

Stock options -- the right to buy or sell stock for a set price at a future date -- emerged as a powerful tool to lure business school graduates to Silicon Valley in the 1990s.

But critics say the prevalent use of stock options as executive compensation gave incentives to some top corporate officers to use accounting tricks to pump up stock prices.

The FASB proposed in March that companies be forced to count options as an expense, starting next year.

Before the board can finalize its recommendations, some lawmakers hope to pass legislation to at least delay the implementation of any expensing rule. They say options expensing would hurt high-tech companies, especially start-ups that have little cash to pay employees up front.

While the Senate version of the bill has an uncertain future because of Shelby's opposition, the House legislation by Baker has picked up over 100 co-sponors.

Baker said he understood the reluctance to interfere with FASB's actions.

"But if a standard-setter told you to jump off a cliff, you'd try to get a second opinion, wouldn't you?" he said outside the House chamber.

Baker did not rule out compromise, especially if a fair method was found for expensing stock options.

Critics have said there are problems with existing formulas and Baker said his staff was currently evaluating another method of valuing stock options suggested by an economist.

The opposition to congressional intervention is getting louder. Earlier this week, Securities and Exchange Commission Chairman William Donaldson sent House lawmakers a letter with an implicit warning to stay out of the issue.

The SEC's former chief accountant Lynn Turner also took a swipe at the anti-FASB contingent on Thursday. In a statement, Turner warned that the lawmakers were taking sides against the shareholders of many companies, from Hewlett-Packard Co. to International Business Machines Corp., who voted in favor of the expensing of options

Productivity Grows, Jobless Claims Drop 

May 6 

The productivity of America's companies rose solidly in the opening quarter of this year, and new filings for jobless benefits plunged last week to their lowest level in more than three years, good news for the country's economic health. 

The Labor Department reported Thursday that productivity — the amount an employee produces for every hour on the job — rose at a 3.5 percent annual rate in the January-to-March quarter, up from a 2.5 percent pace registered in the previous quarter. 

The latest reading on productivity marked the best showing since the third quarter of 2003 and matched analysts' forecasts. 

In a second report from the department, new applications filed for unemployment insurance dropped by a seasonally adjusted 25,000 to 315,000, for the week ending May 1. That marked the lowest level since Oct. 28, 2000. 

The layoffs picture presented by the jobless claims filings looked better than economists had expected. They had forecast claims to dip to around 335,000 last week. 

On the productivity front, efficiency gains are important to the economy's long-term vitality. They allow the economy to grow faster without igniting inflation. Companies can pay workers more without raising prices, which would eat up those wage gains. And productivity can bolster a company's profitability. 

As profits improve, companies may be more willing to step up hiring and capital spending, key ingredients to making the national economy's recovery lasting. 

Federal Reserve Chairman and his colleagues, in deciding Tuesday to hold a key interest rate at a 46-year low of 1 percent, said such low rates along with productivity gains are helping to support economic activity. 

During the economic slump, gains in productivity came at the expense of workers. Companies produced more with fewer employees. Although companies are still cautious in hiring, they did produce more with modest increases to work forces in the last three quarters. 

In the January-to-March quarter of this year, companies boosted output at a 4.9 percent rate, up from a 4.2 percent pace in the previous quarter. Workers' hours, meanwhile, rose at a 1.3 percent rate in the first quarter, following a 1.6 percent growth rate in the fourth quarter. 

Companies' unit labor costs increased at a rate of 0.5 percent in the first quarter, after being flat in the final quarter of last year. It marked the biggest increase in a year. 

The economy grew at a healthy 4.2 percent rate in the first quarter of this year, a slight improvement from the 4.1 percent pace registered in the previous quarter. Economists believe the economy is expanding at around a 4.5 percent to 5 percent pace in the current April-to-June quarter. 

The nation's employment climate also shows signs of picking up. After months of sluggish payrolls gains, the economy added 308,000 jobs in March, the most in four years. While economists don't believe that pace can currently be sustained, many are calling for payrolls to grow by a net 168,000 in April, which would represent respectable job growth. The government releases the employment report for April on Friday. 

Margin Lending Goes Mainstream, Again

Four years after the bubble burst, investors are stepping up their borrowing to buy stocks. This time, however, brokers are stressing the risks 

Like many investors who borrow money to trade stocks, Martin Gilchrist cut back on his margin debt during the three-year bear market. Getting three margin calls from his broker after the bubble burst was "highly sobering," he says. Last fall, with stocks rallying once again, the 44-year-old day trader and owner of a Brookfield (Conn.) deli started running up his debt as high as $100,000, double what it had been a year earlier. 

But this time he's more careful about diversifying his bets to avoid margin calls if some sectors tank. The moves have paid off. Stepping up his borrowing, he says, "has been very useful to me, and very profitable." 

Margin borrowing is back, four years after the market cratered and forced thousands of margin investors to dump stocks or cough up cash to cover their loans. Starting last June, debit balances in margin accounts at brokerage firms have risen every month, year-over-year. At the end of March, 2004, margin debt stood at $179.7 billion -- a 32% jump in 12 months, according to the New York Stock Exchange. 

Still, that's a far cry from the $278.5 billion racked up at the peak of the boom, and firms and regulators don't expect investors to get so carried away this time. "Those who weren't severely burned are more cautious," says Joseph Borg, director of the Alabama Securities Commission. "Those really burned probably aren't doing it at all." 

SPREADING THE RISK.  At E*Trade, more customers are buying stocks on margin, but they're keeping their balances steady. At Ameritrade, clients held $3.8 billion in margin debt at the end of the March quarter, double the amount a year earlier. However, the average amount of debt per account was $992, vs. $3,500 four years ago. 

Clients are using loans to invest in a range of industries, instead of loading up on technology stocks, as they did during the bubble years, says Kurt Halvorsen, Ameritrade's chief administrative officer. Ameritrade also has revised its margin-disclosure agreement, stressing its right to sell a customer's stocks if a market swoon means the account's loans now exceed 70% of a portfolio's value. The agreement now says Ameritrade can sell stocks "without regard of [the client's] intent to cover or otherwise satisfy the debt." 

In this bull market, brokers seem better equipped to control margin lending. Last year, E*Trade began promoting its "relationship managers," essentially financial advisers who stay in touch with customers by phone. In addition to giving routine financial advice, says E*Trade President R. Jarrett Lilien, "We identify people with big margin balances and speak to them." 

SHARPER OVERSIGHT.  Charles Schwab & Co., which last year saw its margin-loan book rise 28%, to $8.5 billion, launched an online tutorial in 2002 that lets customers point and click their way through an extended session about how margin loans work and how to respond to a margin call. Like E*Trade, Schwab also has offers advice services that customers can use to discuss their margin accounts. 

And regulators are tightening their oversight of margin loans. Washington State is negotiating a settlement with a large brokerage firm that allegedly failed to adequately monitor clients' margin debt during the boom years, according to Deborah Bortner, the state's securities director. 

The firm, which she declined to name, is now overhauling its systems to allow branch managers to keep better tabs on customers' debt and to warn them when it rises too quickly. And the National Association of Securities Dealers (NASD) next week plans to issue its first notice to brokers in almost three years, emphasizing "their obligation to remind investors about the risks of margin borrowing," says Mary Schapiro, NASD vice-chairman. 

STRAIGHT TALK.  Firms are walking a fine line when they raise the dangers of margin loans with clients. They don't want to scare people away from borrowing, since the brokerages earn interest from the loans and commissions on the stocks traded. But they also want to avoid the post-bubble complaints of investors claiming they didn't understand the risks of margin borrowing or realize how quickly they were required to pay off the debt. 

Some regulators say firms can still do a better job explaining the risks in plain English. Yet even regulators concede that the responsibility for staying out of trouble ultimately lies with the investor. "You can only do so much to educate people," says Schapiro. "At the end of the day, they make their choices." Here's hoping investors remember their vows to be well behaved this go-round. 

Greenspan Issues Warning of Deficit's Impact on Economy

May 6

he head of the Federal Reserve voiced a note of concern today about the effects of America's soaring national budget deficit on the country's long-term economic stability.

"We in the United States have been incurring ever larger deficits," the Fed chairman, Alan Greenspan, said. He added that "we have lurched" from a budget surplus in 2000 to a deficit that is projected by the Congressional Budget Office to amount to 4.25 percent of gross domestic product this year, or about $500 billion.

The "yawning" budget deficit, he told a banking conference, was a bigger concern to him than the equally growing trade deficit or high household debt.

"Our fiscal prospects are, in my judgment, a significant obstacle to long-term stability because the budget deficit is not readily subject to correction by market forces that stabilize other imbalances," Mr. Greenspan said.

He added that one issue that worries most analysts is the inadequate national saving rate, which he described as "meager."

Another concern, in the face of the widening budget gap, is the commitment made by the United States to senior citizens, he said.

"We have legislated commitments to our senior citizens that, given the inevitable retirement of baby-boomer generation, will create significant fiscal challenges in the years ahead," he said, his words transmitted by satellite from Washington to the conference in Chicago.

"Has something fundamental happened to the U.S. economy and, by extension, U.S. banking that enables us to disregard all the time-tested criteria of imbalance and economic danger?" he asked.

Then, answering his own question, he said: "Regrettably, the answer is no. The free lunch has still to be invented."

Mr. Greenspan has made clear his objections to budget deficits in the past, and today's remarks were equally forthright. He also clung today to his belief that consumer debt is not a worrying factor, even though his beliefs are not accepted by all traditional economists.

It is also somewhat at odds with the Congressional Budget Office, which in March published new calculations showing that the budget deficit now stems almost entirely from tax cuts and spending increases rather than from lingering effects of the economic slowdown.

Retail Sales Retrench a Bit in April

May 6

After a strong spending pace the first three months of the year, consumers retrenched a little in April, leaving many retailers with modest sales gains for the month. Cool weather, particularly in the Northeast, hurt results at many stores.

Wal-Mart Stores Inc., Limited Brands, TJX Cos., Target Corp., Talbots Inc. and May Department Stores Co. were among the retailers that reported disappointing sales Thursday.

``It was winterlike weather in the Northeast, but there were other factors too,'' said Michael P. Niemira, chief economist at The International Council of Shopping Centers.``It's hard to pin down. There were so many things going on.''

A fairly early Easter prompted many consumers to do their shopping in March, depressing last month's business by about 1.5 percentage points, Niemira estimated. But he also believes retailers are beginning to see the effects of higher gasoline and food prices.

Niemira's preliminary sales tally for 70 retailers was up 4.4 percent, below the 5 percent gain that he had expected. The International Council of Shopping Centers-UBS tally is based on what the industry calls same-store sales, or sales at stores open at least a year; those sales are considered the best indicator of a retailer's health.

Tax refunds and low interest rates, which have driven an increase in mortgage refinancing, have given consumers extra cash to spend, helping retailers turn in an average same-store sales gain of 6.5 percent from January through March. Niemira expects to see that pace slow down in the second half, as those factors begin to wane.

Still, Niemira believes that if stores maintain a 4.4 percent pace for the rest of the year, 2004 will end up having the best performance since 1999.

The release of the retailer's results coincided with a Labor Department report that said that new applications filed for unemployment insurance fell by a seasonally adjusted 25,000 to 315,000, for the week ending May 1. That marked the lowest level since Oct. 28, 2000.

Analysts say that the job market must continue to improve to keep consumers spending.

Bank of England Raises Interest Rate

May 6

The Bank of England on Thursday raised its benchmark interest rate by a quarter percentage point to 4.25 percent -- its third increase in six months -- amid concerns that Britain's booming property market could crash and damage the economy.

The Bank's Monetary Policy Committee announced the increase in the base rate, which represents what the Bank of England charges on loans to commercial lenders. Commercial banks and lenders use it as a guideline for their loans to businesses and individuals.

Financial markets had anticipated the rate hike. Many economists believe the bank needed to raise rates to slow the rapid rise in house prices and contain a consumer spending binge that threaten to overheat the economy.

Some analysts expect the base rate to rise to 4.75 percent by the end of the year.

The bank manages interest rates as a tool for controlling inflation, and it decided on the increase even though current inflation is a modest 1.1 percent.

Homeowners, most of whom pay variable interest rates on their mortgages, expected to see their payments rise.

Britain's manufacturers also expected to pay a price. Because rate hikes tend to make the pound more expensive compared to other currencies, a pricier pound makes exports of British manufactured goods less competitive against products sold in euros, dollars or yen.

The Confederation of British Industry, a trade group for manufacturers, commended the bank for making gradual changes.

``But, with inflation well under control, firms would have serious concerns if this move were to herald the start of a series of more rapid rises. The two previous increases have not yet had time to take full effect, and business is still concerned that sterling's renewed strength could hold back the recovery,'' the CBI's chief economic adviser, Ian McCafferty, said in a statement.

PCAOB Targets Auditor Independence

The board would also have ''the ability to draw some lines about tax services.''

May 7

The new regulator created to oversee the nation's accounting profession plans to make the independence of auditors and their sale of tax shelters two key issues for its 2004 agenda, according to Reuters.

The Public Company Accounting Oversight Board may ask its new standing advisory group to schedule discussions of these issues for the group's first meeting, according to the wire service. Board member Kayla Gillan told Reuters that the PCAOB is likely to decide whether corporate auditors may continue to sell tax-planning services to their audit clients. "It's something that I've been wanting to do since day one," said Gillan.

Board member Dan Goelzer said that in regulating auditor independence, the PCAOB "would have the ability to draw some lines about tax services." Indeed, the wire service pointed out that Goelzer warned audit firms last fall to be cautious on tax planning, which was a possible target for reform.

The Big Four and smaller accounting firms are moving away from the more-questionable tax-avoidance services, noted the wire service. But Rice University accounting professor Bala Dharan told Reuters that the sale of tax services by auditors to their audit clients remains an issue, due to its profitability and its potential for posing conflicts of interest in the auditing relationship.

The Big Four "are still very vigorously pursuing tax consulting," said Dharan. "It has greatly contributed to profit margins, unlike auditing."

 US job creation sharply higher than forecast

May 7

The US economy generated 288,000 new jobs in April, surpassing even the most upbeat forecast Economists had expected a more modest figure after the 308,000 jobs created in March. In fact the March figure was also revised up to 337,000 jobs. 

The figure will bolster confidence in the sustainability of the US economic recovery - which many had feared was dangerously dependent on tax cuts and mortgage refinancing. 

"These figures show that the Federal Reserve has succeeded in spades in extricating the US economy from its post bubble malaise, " said Stuart Schweitzer, global markets strategist at JP Morgan Fleming Asset Management. "There is now little doubt that the US economy is in a self-sustaining recovery. Such strong figures suggest that the policy for the Fed should begin to shift towards containing inflation." 

In a second dose of good economic news Friday, congressional budget forecasters predicted this year's federal deficit will be smaller than they had expected. The figure may also increase the chances of an early increase in interest rates by the Federal Reserve. Although the Fed left interest rates on hold at this month's meeting, the committee made specific reference to signs of a pick up in hiring. Economists are expecting an interest rate rise in June or August. 
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Congress' nonpartisan office for budget analysis said this year's federal deficit could be less than the $477 billion it predicted in March. It was the latest indication of possible improvement in the government's short-term fiscal picture. 

Even so, the shortfall already is at $284 billion for the first seven months of the fiscal year, the Congressional Budget Office said. That means the final 2004 deficit is likely to surpass or at least come close to last year's $374 billion, a record in dollar terms. 

The improvement in employment in April was across the board, with the number of manufacturing, services and temporary jobs all rising. 

Hiring was widespread in April, with the service sector leading the way. Professional and business services employment rose substantially, by 123,000. In that category, gains were in employment services, including temporary employment firms, services to buildings and dwellings, management and technical consulting services and architectural and engineering services.

Hiring at temporary employment firms has surged by 261,000 in the past year, an indication that companies are growing. Because of intense overseas competition, however, employers have been skittish about taking on the cost of full-time, permanent workers. 

Demand for permanent workers is picking up, said Tom Gimbel, president of the LaSalle Network, a Chicago-based staffing and recruiting firm.

The nation's struggling factories are turning around slowly. After 42 straight months of job losses, the manufacturing sector started hiring in February, based on Labor Department revisions. For the year, manufacturing payrolls are up by 27,000 overall.

Overall, construction employment edged higher in April, by 18,000. Since March 2003, the industry has added 213,000 jobs; employment in that category is slightly above the recent peak, March 2001. 

In services, job gains also were posted in retail at building and garden supply stores, general merchandise stores and motor vehicle and parts dealers. The leisure and hospitality sector also stepped up hiring, especially in food services. Payrolls continued to expand in health care and social services. 

After months of worrying that the economy's growth could prove fleeting, company executives seem to have decided that they can no longer increase production merely by becoming more efficient and they have turned to hiring new workers.

"The sustainability question has been resolved," Mr. DeKaser said, noting that managers no longer seem to fear that the economy's growth is a result of little beside tax cuts and interest-rate cuts by the Fed.

Still, economists do not expect job growth to get much better, and many predict it is likely to grow a little more slowly over the next year than it did in the last two months or during much of the 1980's and 1990's. Many companies have used new technology and new strategies to become more efficient than they once were, able to produce more goods with fewer employees, and some jobs also continue to move to countries with lower wages.

For now, the hiring surge seems to have forced employers to raise pay, with hourly wages increasing 5 cents last month to $15.59 for the roughly 80 percent of the workforce that falls into a category the Labor Department calls "production or non-supervisory workers."

Over the last year, weekly wages have risen 2.2 percent, while inflation has been 1.7 percent. Both have accelerated in recent months.

In other signs of the labor market's turnaround, the number of people working part-time because they could not find full-time work declined, and the average length of unemployment became shorter.

At 130.9 million jobs, total employment rose above its level in November 2001, when the economy began growing again after an eight-month recession, for the first time last month. There were 1.1 million more jobs in the economy in April than there had been at last summer's low point but still 1.6 million fewer jobs than in February 2001, when employment peaked.

Treasury bond prices fell sharply and yields leapt to their highest in almost two years as investors brought forward their expectations of interest rate rises. 

Fed funds futures contracts, a gauge of market expectations on interest rate direction, fell to show an 80 per cent chance of a quarter-point rate rise at the Fed's June meeting. The market had already priced in a 100 per cent chance of the Fed raising rates by a quarter-point by its August meeting. 

Yields on 10-year bonds jumped 15 basis points to 4.75 per cent while the yields on interest-rate sensitive two-year notes rose 15.9bp to 2.539 per cent.

Consumer Confidence Rebounds in May 

May 7 
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Consumer confidence, which has been on a roller coaster ride this year, rebounded over the past month as Americans took heart from a gusher of brighter economic news, especially in the area of jobs. 

The AP-Ipsos consumer confidence index climbed to 87.4 in early May, up from a reading of 84.8 in April. 

The index started the year strongly in January, only to dip in February, rise again in March and then plummet in April as Americans' attitudes have been tugged in different directions depending on the latest news out of Iraq or on the economy. 

Recent upbeat news of strong economic growth running at a healthy clip of 4.2 percent in the first three months of this year and the biggest jump in payroll jobs in four years helped offset a stream of bad news out of Iraq in April — the deadliest month of the war for U.S. soldiers. 

The 87.4 confidence reading still left the gauge of consumer sentiment well below the 106.3 level of January, which has been the high point so far this year. 

The strength in the May confidence figure came from better feelings about current conditions, an uptick in Americans' job outlook and more satisfaction with their investment situation. 

Economists said it was no surprise that the index was up this month, given the brightening picture on employment. The Labor Department reported Friday that unemployment in April dipped to 5.6 percent as the economy created 288,000 new jobs, the second straight month of jumbo gains after a prolonged period of anemic job growth. 

"The dam has broken. After refusing to hire people for what seemed like forever, businesses have reversed direction and are now pumping up their payrolls," said economist Joel Naroff of Naroff Economic Advisers. 

Not all the economic news has been good. Energy prices have been surging recently, with the nationwide average for all gasoline grades hitting a record of $1.86, according to the most recent Lundberg Survey. That is almost a 35-cent increase since Dec. 19. 

Still, analysts said that the brightening jobs picture would loom larger in Americans' minds than the rising gasoline prices. 

"Jobs tend to predominate," said David Wyss, chief economist at Standard & Poor's in New York. "If people have a job, they feel a bit more secure about paying $1.86 per gallon for gas." 

The AP-Ipsos consumer confidence index is benchmarked to a 100 reading on January 2002, the month the index, formally known as the Consumer Attitudes and Spending by Household or CASH index, was started by Ipsos. 

A measure of consumers' feelings about current conditions showed the biggest gain of four subindexes in May, rising by 3.8 percent to a reading of 97.9. 

An index that measures people's feelings about the job market, including whether those surveyed are worried about layoffs, showed a 2.4 percent gain to a reading of 102.7. 

Americans also felt better about their investment positions, with this subindex rising by 1.8 percent to 97.4. 

The only component of the overall index to suffer a setback in May was the expectations index. It dropped by 2.9 percent to a reading of 87.9. 

The May index was based on interviews with 1,000 adults about the economy. The interviews were conducted from Monday through Wednesday. The survey has a margin of error of plus or minus 3 percentage points. 

Oil Prices Hit $40 for First Time Since 1990

May 7

Oil prices hit $40 a barrel on Friday on concerns over security in the Middle East and tight U.S. gasoline supplies, underlining concerns that world economic growth may be reined in by rising energy costs.

U.S. light crude CLc1) touched $40 for the first time since October 1990, shortly after Iraq's invasion of Kuwait in the crisis that led to the Gulf War. It later eased to settle at $39.93, 56 cents higher on the day. London Brent LCLc1) peaked at $37.18 and was up 47 cents to end at $37.00 a barrel.

Oil analysts say prices are not likely to ease much any time soon.

``Forty-dollar oil might be here for a while,'' said Bill O'Grady, analyst at A.G. Edwards. ``As long as there is the possibility of a terrorist attack against Saudi oil facilities, oil will have its fear-premium.''

In the United States, the Bush administration is concerned about the impact of high prices at the pump in an election year and is calling on the Organization of the Petroleum Exporting Countries to calm prices by increasing output. Treasury Secretary John Snow said the oil spike is ``not helpful'' for the economy.

``Oil is unhelpful to both growth and inflation and this would reinforce the view that the world economy is set to cool last this year,'' said HSBC global economist Gwynn Hacche.

Accounting for about 45 percent of world gasoline consumption, the United States has seen retail prices hit record highs this year with demand bolstered by the growing numbers of low-mileage-per-gallon sports utility vehicles on America's highways. U.S. gasoline futures on Friday set a record $1.335 a gallon.

OPEC blames a shortage of U.S. refining capacity and heavy betting by speculative investment funds on oil futures for price gains of 22 percent since the turn of the year.

``The reasons that are affecting the world oil market are really beyond OPEC's control,'' OPEC President Purnomo Yusgiantoro said on Friday. ``The gasoline markets in the U.S. are really tight, and secondly, there is speculation,'' Purnomo said on CNBC television. ``It is very difficult to control speculation.''

Analysts say leading OPEC producer Saudi Arabia no longer has the incentive to cushion U.S. oil consumers by restraining the cartel's price hawks.

``The political message coming from Saudi Arabia over the last three years has made it clear that the days when the Kingdom was willing to blindly accommodate U.S. interests are gone,'' Washington-based consultants PFC Energy said.

OPEC meets on June 3 to decide whether or not to ease output restrictions but it is already pumping well in advance of official production limits. OPEC ministers will also get the chance to discuss policy options at a forum that gathers producer and consumer nations in Amsterdam on May 22-24.

Last weekend's shootings at a Saudi Arabian chemicals plant and attempts a week earlier to bomb Iraq's Basra oil export terminal have sharpened fears of a bigger attack on oil facilities in the Middle East, which pumps about a third of the world's crude.

``All you need is one person with a block of explosive in their lunchbox in a Saudi oil facility and we'd be in uncharted territory,'' said Adam Seminski of Deutsche Bank in London. 

China Anxiously Seeks a Soft Economic Landing

May 7

After a decade with the economic throttle wide open, China is overheating, and the country's leaders are now grappling with ways to slow the breakneck growth without choking it off. 

Being able to apply the economic brakes just right to achieve what is known as a soft landing after a spectacular boom is a difficult challenge for any country. It may be doubly so for Beijing's leadership, who are fairly new to the market economy game and who lack many of the finely honed policy tools available to central bankers in the West and Japan. Indeed, economists are deeply split over whether a soft landing or a hard landing is more likely for China.

Prime Minister Wen Jiabao has sought to assure foreign investors that China is taking significant steps to achieve a soft landing. During a visit to Brussels on Thursday, he said that his government would pursue "forceful" measures to "reduce the speed" of the economy "but not a sudden braking." He promised to slow the swift increases in the money supply and in bank lending that have fueled the recent acceleration in growth, but said that a loosening of the peg of China's currency to the dollar would have to wait for banking reforms.

Much is riding on Beijing's efforts. The global recovery now depends on China as one of its twin engines, along with the United States. A hard landing - a steep decline in economic growth leading to higher urban unemployment and a sharp drop in imports - would rattle economies across Asia and around the world.
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But it would probably bear little resemblance to the last economic crisis in the region, the cascade of financial and currency collapses that swept through many East Asian economies (but not China) in 1997 and 1998, a memory still fresh and painful for many investors. 

If China runs into serious trouble, experts say this would most likely take months to unfold rather than be a financial collapse that becomes apparent in a few weeks, as happened in Thailand, Indonesia and South Korea nearly seven years ago.

"The problem is more of a long-term affair," said Desmond Supple, managing director of Asian research at Barclays Capital. "If we get a hard landing, it wouldn't be anything like" the last Asian crisis.

A soft landing is more probable, say agencies like the International Monetary Fund and some investment banks, with growth gradually slowing to a bit more than 7 percent annually from the 9.7 percent annual pace recorded in the first quarter of this year. 

Seven percent a year would still be a scorching growth rate in most economies of some size. But Chinese experts say that is the minimum the country needs just to keep urban unemployment from worsening, as millions of migrants from rural areas pour into cities, straining the social fabric and possibly sowing the seeds of political unrest.

Growth of only 3 percent or 4 percent would feel like a serious economic slump, and zero growth or a contraction would be devastating, the experts say. 

"We don't think a really hard landing is a likely scenario" for the economy as a whole, said Huang Yiping, a Citigroup economist in Hong Kong. But there may be crashes, he said, in a small number of industries where overinvestment has been greatest, adding, "You probably will see a very, very hard landing in steel investment."

To avert such a slump, the Politburo as well as the State Council, China's cabinet, have in the last two weeks each issued strong warnings about excesses in large sectors of the economy like steel, aluminum and real estate. 

The central bank, meanwhile, has raised bank reserve requirements twice in two months to discourage lending and is strongly hinting at its first interest rate increase since 1995. China's most important step lately, but also the hardest to fine-tune to avoid overdoing, lies in sending the police and prosecutors after local officials who have gone on pursuing grandiose projects despite warnings since June from senior economic officials in Beijing.

Because China lacks functioning bankruptcy laws and foreclosure proceedings, the government must rely on criminal fraud investigations to deal with wayward companies, said Andy Xie, a Morgan Stanley economist.

"Yesterday's entrepreneur is today's 'you stole money, you didn't pay taxes,' " Mr. Xie said, while adding that this approach can chill investment quickly in ways that might be hard to control.

The Chinese economy faces several, more significant structural problems, some experts say. The country enjoys an immense trade surplus with the United States, with its exports exceeding imports by a ratio of eight to one.

But with the world as a whole China has, fairly suddenly, slipped into deficit, in large part because it has rapidly outgrown its domestic resources - raw materials like iron ore and oil - and must now import them at prices driven up by its growing appetite. 

Chinese trade statistics, moreover, probably err on the rosy side. Many mainland companies exaggerate their export volume to claim tax credits. Many imports go uncounted because of widespread smuggling to avoid customs duties, which remain steep despite China's pledge to the World Trade Organization to bring them down in stages by 2007.

Although official figures suggest a much milder problem, Mr. Xie estimates that China's true overall trade deficit this year will be around $90 billion - just as big, relative to the size of its economy, as the American trade deficit.

China does not loom large as an export market for the United States. But many Asian nations now depend heavily on selling to China, especially after its overall imports jumped 40 percent last year.

The Chinese accounted for a third of all the growth in Japan's exports, and a similar share of South Korea's, according to Stephen S. Roach, Morgan Stanley's chief economist, and they took two-thirds of the growth in Taiwan's exports. A sharp slowing of growth in China would hit those economies hard.

To finance its trade deficit, China must continue to attract substantial foreign investment. Unlike some Southeast Asian nations before 1997, China relies heavily on long-term investments instead of "hot money" flowing into stocks. Nor does it bear another Southeast Asian nemesis: large-scale short-term borrowing by banks in dollars to finance domestic loans.

Unlike Thailand and Indonesia in 1997, China fully guarantees bank deposits, making it far less likely that the country will see crippling runs on banks by depositors demanding their money. And China still links its currency to the dollar, limits its convertibility into other currencies and imposes restrictions on large capital flows - all steps that insulate it from the global economy. 

But bankers here say that the way multinationals are financing their investments has changed sharply in the last two years and can increase China's vulnerability to sudden outflows of capital.

Multinationals used to borrow as much as possible of their investment costs in China from Chinese banks in the local currency, known as the yuan or the renminbi. But more recently, they have borrowed in dollars or euros, betting that the yuan will appreciate in value and make it cheaper to repay their debts. 

Because of this change in financing, China has been hit with very large inflows of foreign currency that are being swapped for yuan. The same companies would have the legal right, under Chinese laws, to convert large amounts back into dollars to repay these debts, and might do so if China's economy becomes less attractive.

Even without this risk, the last time China's economy slowed, in 1994, its foreign exchange reserves plunged. Companies resorted to a wide range of tactics, like overcharging their foreign subsidiaries for export shipments, to get money out of the country.

China has immense reserves now; at more than $400 billion they are the second largest in the world after Japan's, and are believed to be invested mainly in United States Treasury securities. But some economists worry about a run on them nonetheless. 

"All the elements of a meltdown are evident, including balance-of-payments risk," wrote Carl Weinberg, chief economist of High Frequency Economics, in a report on Monday. "The only question for us is when something might break.''

Others, like Liang Hong at Goldman Sachs, are more sanguine. They suggest that the government can slow some industry sectors, including real estate, without harming consumer confidence too greatly, and without cutting back on investment in infrastructure to address the economy's bottlenecks. 

The most crucial bottleneck is electric power. Shortages have become so severe that the Chinese have begun importing power from Russia for the first time, according to a report from the official New China News Agency on Wednesday. 

Multinational companies, which do not depend on the country's banks to finance their projects, are still building factories in China at a brisk pace: Volkswagen and DaimlerChrysler each announced plans for additional assembly plants this week. 

"We're still seeing a lot of activity," said Michael G. W. Adams, head of Chinese business development for Gammon Skanska, one of Asia's largest construction companies. "In fact, our prospects have increased in recent weeks."

Over all, investment in fixed assets in China rose 43 percent in the first quarter, a pace that makes the American telecommunications and Internet investment booms of the late 1990's look modest by comparison. It took the United States economy several years to work through its excesses when the bubble burst.

The biggest risks are that China will find itself with another very large round of nonperforming loans, in an already limping banking system, and that economic troubles could stir political unrest. 

The last true hard landing in China occurred in 1989, around the time of mass demonstrations in Beijing that ended with the killings in Tiananmen Square.

With that memory, Mr. Supple said, "The government's very afraid of the unemployment consequences of a hard landing."

Big Board Set to Take Down a Reminder of Ex-Chief

May 7

Having already laid a claim on Richard A. Grasso's fortune, the New York Stock Exchange is taking aim at another asset dear to the former chairman's heart: his Sept. 11th legacy.

Officials of the stock exchange are planning to take down a plaque that commemorates the victims of Sept. 11 - and that is signed "Dick Grasso, Chairman and CEO" - from its prominent position by the building's main entrance at 2 Broad Street, according to people who have been briefed on the decision. Members hope to replace it with a plaque that emphasizes the exchange membership and omits Mr. Grasso's name. 

For a man who has repeatedly told his friends that his fight to keep the entirety of his $139.5 million pay package is actually a battle to restore his bedraggled reputation, Mr. Grasso considers the removal of the plaque an insult, those close to him say.

The move could well calcify the positions between Mr. Grasso and regulators. Even as the exchange cuts more of its links to the Grasso era, regulators are closing in on a lawsuit on behalf of the exchange against the former chairman over his pay.

In recent weeks, investigators from the office of Eliot Spitzer, the New York attorney general, have talked with former stock exchange directors about whether Mr. Grasso and his deputy, Frank Z. Ashen, took steps to keep them in the dark on the details of his pay.

Some people close to the events of Sept. 11 expressed surprise when told of the plan to remove the plaque, describing it as a petty form of gamesmanship.

"I participated in the placing of that plaque, and I think it should be there forever," said Rudolph W. Giuliani, the former mayor who helped Mr. Grasso unveil the plaque a year after the attack. "Just because his name is on it? I don't see what that accomplishes. Whatever the dispute, you can't redo history. Dick played a critical role in the recovery of the exchange and New York City."

A spokesman for the exchange declined to comment on the status of the plaque. A spokesman for Mr. Grasso said: "Mr. Grasso's name on the plaque was consistent with a N.Y.S.E. tradition to put the name of the presiding chairman when dedicating commemorative plaques. It was not done so for his own aggrandizement.''

The plaque itself is no grand monument, barely three feet high. Still, with its anthemlike proclamation of Let Freedom Ring, which encircles a sculpture of the exchange with porticos wrapped in American flags, the plaque, made by Tiffany & Company, symbolizes the pomp and patriotism that Mr. Grasso reveled in.

The plaque was dedicated during a somber ceremony headlined by Mr. Giuliani, a longtime friend and supporter of Mr. Grasso, and attended by Mayor Michael R. Bloomberg, Gov. George E. Pataki and Harvey L. Pitt, then the chairman of the Securities and Exchange Commission. 

Pictures of the occasion show Mr. Grasso with a red, white and blue ribbon on his lapel, standing solemnly in front of the plaque, initially cloaked by a black curtain.

At the time, Mr. Grasso was still riding a strong tailwind of public adulation for reopening the exchange just days after the Sept. 11 attack. 

In addition to being hailed as a hero by Mayor Giuliani, Mr. Grasso was feted in a more direct fashion by his board. Seven months before the plaque was unveiled, the board had agreed to pay him $31 million for 2001 (including a controversial $5 million bonus payment), an amount that was not only his highest yearly award, but that would also fuel the ballooning retirement account that would make up the bulk of his $139.5 million payout. Kenneth G. Langone, the chairman of the compensation committee, has said that Mr. Grasso was not rewarded specifically for the Sept. 11 recovery.

But a number of the exchange's 1,366 members were less enthusiastic about the plaque. Some saw it as an example of how Mr. Grasso took too much credit for the Big Board's successful opening.

These sentiments boiled over shortly after Mr. Grasso's ouster last September. In one of the first meetings that John S. Reed, the interim chairman, had with members of the exchange, Michael LaBranche, the chief executive of LaBranche & Company and a vocal critic of Mr. Grasso, told Mr. Reed that the plaque was "part of the personality cult of Dick Grasso that was hurting the exchange," according to several people in attendance. In making his point, Mr. LaBranche said that more than 3,000 people - some of whom lost relatives in the attacks - reported to work on Sept. 17 and that the exchange's smooth opening was a community effort, not an individual one.

The New York Stock Exchange logo is visible in the left hand corner of the plaque, which in addition to honoring the victims, celebrates the efforts of the fire and police departments as well as the Port Authority, to save more than 26,000 lives.

Though the plaque was put up with scant input from the stock exchange's members, the decision to remove it is being made at the highest levels of the exchange's executive management and is a direct response to growing sentiment among the membership that the memorial is all about Mr. Grasso.

Greenspan Has No Reason to Rush

May 7 

Wall Street is filled with foreboding over inflation. The fear is that a storm of rising prices is gathering momentum with the economy strong and hiring improving. Industrial commodity prices are high, oil is at nosebleed levels, and the benchmark consumer price index surged to a 5.1% annual rate during the first three months of the year. The nervous clamor on Wall Street for the Federal Reserve to actively combat inflation is getting loud and vociferous.

Yet the Fed decided to keep its benchmark interest rate at a four-decade low of 1% at its latest policy gathering on May 4. The central bank did send a clear signal to the market that a rate hike is coming (see BW Online, 5/5/04, "A Less 'Patient,' More 'Measured' Fed"). But many money managers, economists, journalists, and other market commentators are getting impatient.

"From the parochial view of a stock market bull, I'd just as soon get this out of the way," says Edward Yardeni, chief investment strategist at Prudential Securities. "Do it."

FLASHBACK. It likely won't happen that quickly. The Fed is taking a careful approach because the cost of credit is going up during an economic expansion that's gaining traction, and the market has already hiked rates. The Fed will eventually follow. But it needn't worry about the overall price level. The central bank is right to stick with a cautious course.

That was a key lesson from the 1994 aggressive round of rate hikes. Like now, memories of that recent recession were fading at the time. Prices of visible commodities such as coffee, cotton, and basic materials were up sharply. China's economy was booming. The American output was expanding at a healthy clip. The unemployment rate was heading lower. Taken altogether, inflation was inevitable, thought Wall Street economists and investment strategists.

So did the Fed. So, it hiked its benchmark rate eight times from February, 1994, to February, 1995. What happened? The monetary tightening sparked a bond-market crisis for the record books. The economy nearly swooned into recession, forcing many workers to wait even longer for a job and stalling management expansion plans. As for inflation, it was a false alarm. The overall price level went lower.

CHINA WATCH. The current inflation scare has all the makings of another mistaken distress signal. The numbers suggest that the rise in commodity prices has peaked. The Baltic Freight Index, a widely followed indicator of shipping rates and a harbinger of global commodity price trends, is down sharply from its recent high. So are copper prices and other commodities.

China's white-hot economy, a major factor behind soaring commodity prices, is likely to slow down in coming months. Beijing's central bank is tightening monetary policy to cool off the Asian nation's business and speculative fever. The demand for commodities will ease if the People's Bank of China engineers a soft landing.

In fact, prices could collapse in the event of a hard landing. American companies have been able to push through to the retail shelf at most 13% of the higher commodity prices rises they're paying, according to calculations by economists at Merrill Lynch. That compares to an average 30% pass through to consumers during previous commodity booms over the past three decades.

STAY THE COURSE. It's hard to see a sustained rise in the overall price level with labor costs well under control. The accelerating trend toward outsourcing blue-collar and white-collar jobs to low-cost, high-skill workers in developing nations like India, China, and Malaysia is keeping a lid on skilled worker wages. Productivity growth has averaged 3% a year since 1995 and 3.6% over the past five years, a performance that gives companies plenty of leeway to maintain profit margins and keep selling prices stable to lower even if management does raise wages.

The current strength of the economy and job market shouldn't be exaggerated, either. It will take months of strong hiring to bring discouraged workers back into the applicant pool, and many more months after that for all of them to land a steady paycheck. And while the high price of oil and gasoline is taking disposable income out of consumers' pockets, it's putting downward pressure on economic activity.

Inflation, Nobel laureate Milton Friedman has taught a generation of economists, is always and everywhere a monetary phenomenon -- too much money chasing too few goods. But the money supply is well under control, expanding at a 4% to 6% rate year-over-year. Most important, fast economic growth and more employment don't devalue the currency. The Fed is right to take a go-slow approach, despite the din of voices calling for quicker action.

Americans Increase Borrowing in March

May 7

Americans Borrow More in March As Improving Economy Makes Them More Willing to Take on Debt 

Americans borrowed more freely in March as an improved job climate and stronger economy made them more willing to take on debt.

The Federal Reserve reported Friday that consumer credit increased at a seasonally adjusted annual rate of 3.4 percent in March, or by $5.71 billion, from the previous month.

That pushed total consumer credit outstanding to a record $2.02 trillion in March.

The increase in borrowing in March marked a big pickup from February, when consumer credit nudged up at a 0.5 percent rate, or by just $883 million, the smallest increase since November, according to revised figures.

The Fed's report includes credit card debt and loans for such things as boats, cars and mobile homes. It does not, however, include real-estate loans, such as home mortgages or popular home-equity loans.

Demand for revolving credit, such as credit cards, rose at a brisk 4.1 percent rate, or $2.58 billion, in March. That compared with a 0.4 percent growth rate in February, or an increase of $226.6 million.

For nonrevolving credit, which includes loans for cars, vacations and education, demand went up at a 3 percent pace in March, an increase of $3.13 billion. That was up from a 0.6 percent rate of increase seen in February, or a rise of $656.6 million.

Federal Reserve Chairman Alan Greenspan said that, in general, American households, which have taken on heavy debt loads, are in a good position to take care of their obligations. "Short of a period of overall economic weakness, households with the exception of some highly leveraged ... borrowers, do not appear to be faced with significant financial strain," the Fed chief said in a speech on Thursday.

Separately, the Fed, in a survey of senior loan officers at banks, said that U.S. banks are reporting stronger demand for business loans. That can be viewed as another sign that companies are feeling better about the economy's staying power, economists say.

In another encouraging sign, banks also reported loosening lending standards for some business loans.

"Over 20 percent of domestic banks, on net, indicated that they had eased standards for large- and middle-market firms, the largest share doing so since the beginning of the 1990s," the Fed said.

GLOBAL ECONOMY-This may be as good as it gets

May 7 

Just as the world economy finally starts to roar, many economists reckon this could be as good as it is going to get.

That doesn't necessarily mean an inexorable grind to the next recession, but the second quarter of 2004 may well prove the peak of the latest world growth cycle. Statistic after statistic, crowned by news on Friday that the United States recorded a second month of job creation in excess of a quarter of million, shows the world well on track to record a 2004 growth rate at its fastest in at least four years.

But there are signs the peak may be near.

Rising oil prices and long-term borrowing costs, themselves largely a product frenetic economic activity, now look set to rein in world growth rates estimated to be in excess of 4.5 percent this year.

"If you look at the impact year-on-year, it's only going to go one way," said Katie Pybus, strategy analyst at Henderson Global Investors. "It's hard to think that growth in the U.S. is going to accelerate."

This week alone, the U.S. Federal Reserve signalled its intention to push its ultra-low interest rates back up to what it sees as more normal levels, the Bank of England announced its third rate rise in six months, and the European Central Bank indicated no further rate cuts were on its agenda.

Whatever the timing of official interest rate moves, the bond markets are already pushing up long-term lending rates. U.S. 10-year rates are up almost three-quarters of a percentage point since the start of April and European equivalents are up almost a quarter point.

Booming China -- long a key driver of the world economy -- is also imposing a series of measures, including a likely credit tightening, to cool its overheating economy.

And economists agree that the 20 percent rise in crude oil prices over the past month will also drag on growth, either by directly crimping consumption or by exaggerating inflation and a consequent interest rate reaction.

"Oil is unhelpful to both growth and inflation and this would reinforce the view that the world economy is set to cool later this year," said Gwynn Hacche, global economist at HSBC.

"The longer-leading indicators for us seem to be pointing to a peak in industrial production at least as we hit mid-year."

LEADING THE WAY

The Organisation for Economic Cooperation and Development said on Friday its "early warning" indicator for the economies of the 30-member group of industrial powers rose in March but it raised a red flag.

"Continued expansion lies ahead in the OECD area...however March data signal slightly weakening performance in the United States and the euro area," the Paris-based think tank said.

The OECD said an index of the six-month rate of change dipped for the third straight month -- with falls in the United States, Germany and the euro zone as a whole, and Britain.

Hacche at HSBC also pointed out that the OECD's three-month rolling predicter of industrial production topped out late last year at seven percent and had fallen to one percent since then.

Other leading financial indicators also seem to be pointing beyond the current heady period of rapid growth.

Indices of key commodity prices -- including economic bellwethers like industrial metals -- hit 23-year highs in March but the Reuters-Commodity Research Bureau index of 17 leading commodities is down more than four percent since then.

Equity markets are similarly seeing a top. The MSCI World Free Index of stocks is down almost five percent from February's highs.

But a growth slowdown -- for most regions -- is no disaster, provided it is a gentle cooling rather than a sudden freeze.

For many economists what has happened is that huge monetary, and in some cases fiscal, stimuli around the globe have succeeded in preventing a post-bubble world economy from imploding after 2000 and especially September 11, 2001.

The world is growing briskly again and it is time to rein in some of the policy slack, they argue. The wall of additional money pumped into the economy by policymakers will now be withdrawn gradually to prevent creating mini bubbles in assets like equity and housing.

But some say the scenario, despite the inevitable market volatility that any cycle change involves, should not necessarily force investors to suddenly become risk averse.

"Markets are certainly suggesting we are hitting a peak," said Avinash Persaud, investment director at fund firm GAM.

"But there is still a lot of positive news out there," he added. "From an investment point of view, it's worth bearing in mind that any global slowdown -- assuming that's what happens -- may well be a very gradual and drawn out one."
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