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Consumers Curb Upscale Buying  As Gasoline Prices, Housing Bite

http://online.wsj.com/article_print/SB115612471074440716.html
(Registration Required)
The high price of gasoline and slowdown in housing are taking a toll on one of the most striking economic trends of recent years: Consumers' widening taste for more upscale purchases.

Amid the broader prosperity of the past decade, Americans grew far more willing to shell out for $4 cups of coffee and $400 handbags. Retailers such as Starbucks Corp., Whole Foods Market Inc. and Williams-Sonoma Inc. -- operator of Pottery Barn and its own kitchen stores -- expanded by appealing to the aspirations of middle-class shoppers.

Now, many of those retailers are feeling pinched. In recent weeks, Starbucks, Whole Foods and Williams-Sonoma -- along with others such as boat maker Brunswick Corp. and specialty-sandwich chain Panera Bread Co. -- have reported disappointing sales that sent their share prices lower. Restaurants catering to middle-income consumers are seeing a sales slump too.

Growing evidence suggests the chief culprit is gasoline prices in the $3-a-gallon range -- up 71 cents from six months ago, according to federal data. Buyers "are spending a lot of money on gas," says Brunswick Chief Executive Dustan McCoy. "The sort of people who boat don't drive around in compact cars. They drive around in big cars or fast cars."

Besides gasoline prices, economists say, consumers likely are being hit by the slowdown in the housing market. While the market was strong, homeowners extracted cash from their houses though "cash out" mortgage refinancing, drawing on home-equity loans and capital gains on sales, says Diane Swonk, chief economist at Mesirow Financial in Chicago. 

Big 3 Suffer From Slowdown In Pickup Sales

http://www.kentucky.com/mld/kentucky/business/15346795.htm
Much to the detriment of Detroit's Big Three, people are delaying truck purchases, cutting into profits and forcing Ford Motor Co., General Motors Corp. and DaimlerChrysler AG's Chrysler Group to idle some assembly lines.  Pickup sales overall are off 15.7 percent in the first seven months of the year from the same time last year.

Sales of Ford's F-series pickups, many manufactured in Louisville, are down 12.3 percent. The No. 2 seller, the Chevrolet Silverado, is off 20.1 percent as the company changes production to a new model. Dodge's Ram line is down 11.7 percent.  Last week, Ford announced that it would cut production by 168,000 vehicles, or 21 percent, in the fourth quarter to bring supply back in line with growing inventories.

GM already has cut vehicle production by 7 to 8 percent in the third quarter, and Chrysler said it would cut production in the fourth quarter by an unspecified amount. The company already announced a 10 percent cut in third-quarter production, mostly in trucks and sport utility vehicles.

The Big Three, which rely more on trucks for profits than their foreign competitors, are likely to face more hard times as truck demand softens even further in the second half of the year, analysts say.  Nearly 32 percent of Ford's sales came from pickups through July of this year, the highest percentage in the industry, according to Autodata Corp. GM's was 25 percent, while Toyota's was at 11.5 percent.

Housing

Housing-Affordability Index Drops to Record Low
http://online.wsj.com/article_print/SB115627220885442468.html
(Registration Required)
High house prices and rising interest rates have pushed even more homes out of reach of the typical buyer. The housing-affordability index fell to a record low in the second quarter, with just 40.6% of the new and existing homes sold in the second quarter considered to be affordable for a family earning the median national income of $59,000.

Home Sales Slump Deepens

http://money.cnn.com/2006/08/23/news/economy/homesales/index.htm
The National Association of Realtors reported that existing homes sold at an annual pace of 6.33 million in July, down from the 6.6 million pace in June, which was also revised lower. Economists had forecast a 6.55 million pace.  The group said that there was a 7.3 month supply of homes on the market, as all regions of the country outside of the South saw a year-over-year decline in median home prices.  Nationwide median home prices are up just less than 1 percent compared to July 2005, after years of double-digit price increases.

New Home Sales Slump

http://money.cnn.com/2006/08/24/news/economy/newhomes/index.htm
New homes sold at an annual pace of 1.07 million in July, according to the Census Bureau, down from the 1.12 million pace in June, which was also revised slightly lower than the original reading.  The pace of new home sales is now down 21.6 percent from year-earlier levels, with every region of the country showing double-digit percentage declines compared to July 2005.

The median price of a new home came in at $230,000 in the latest report, essentially flat to the year earlier price levels and down 1.6 percent from the June reading. Median price is the point at which equal numbers of homes sell for more and less.  Last year saw rapid increases in prices to record highs, prompting a building boom that helped to create the current oversupply of new homes. The median price is now down 10.5 percent from the record high set in April of this year.

And the drop in new home sales and the weakness in pricing could well be more severe than this report suggests.  Builders are reporting that they are offering incentives, such as covering closing costs and additional features on homes at no additional cost. And the builders are also reporting a rise in cancel orders for new homes, a drop in sales that would not be captured by this report that counts the number of homes with signed sales contracts.

The supply of new homes completed and available for sale rose to a record 137,000 in July, up 3 percent from the previous record in June and up 33 percent from year-earlier levels. Total homes listed as available for sale, including those permitted but not yet started, stood at 562,000, up 22 percent from a year earlier level, although it slipped 0.7 percent from the record level seen in June.

Mortgage Applications Show Slight Rise

http://money.cnn.com/2006/08/23/real_estate/bc.economy.usa.mortgages.reut/index.htm
The Mortgage Bankers Association said its seasonally adjusted index of mortgage application activity for the week ended Aug. 18 edged higher by 0.1 percent to 561.5 from the previous week's 561.2.  Borrowing costs on 30-year fixed-rate mortgages last week tumbled to an average 6.38 percent from 6.54 percent in the previous week. The rate compares with a four-year high of 6.86 percent touched in mid-June, the association said.

Manufacturing/Output

July Durable Goods Orders Tumble 

http://money.cnn.com/2006/08/24/news/economy/bc.economy.durables.reut/index.htm
New orders for U.S.-made durable goods fell a much greater-than-expected 2.4 percent in July as civilian aircraft and car orders tumbled.  It was the first decline in orders for durable goods, items built to last three years or longer, in three months. Excluding the transportation category, durable goods orders rose a stronger-than-expected 0.5 percent as motor vehicle and parts orders dropped 7 percent and civilian aircraft orders slid 10 percent. Analysts were expecting a 0.3 percent rise in durable goods outside transportation.

When defense orders were stripped out, durable goods orders unexpectedly fell 1.9 percent as defense aircraft and parts orders rose 9 percent. Analysts were expecting a 0.5 percent rise in durable goods orders excluding defense.  At the same time, non-defense capital goods orders excluding aircraft, seen as a signal of business spending, rose a much larger-than-expected 1.5 percent. Analysts had forecast a 0.4 percent rise in the category.

Kentucky

Kentucky Economic Indicators

June 2006 Indicators as of August 18, 2006

http://www.osbd.ky.gov/NR/rdonlyres/DA70F079-C74B-4284-92A3-94B319334BCC/0/0606EconInd.pdf
The Leading Index increased for the third time this year and for the first time since March.  The Leading Index rose by 0.3 percent over the same month last year.  The Kentucky Leading Index was moderately positive for June. The components were fairly evenly divided with three components moving up and two components moving down. Overall, the components did not move very much from their May levels. Only the Kentucky Index of UI Claims made a significant movement, increasing 11.9 percent over May. The US subcomponent was the influencing factor. Seasonally Adjusted Kentucky First Pays increased by 0.3 percent, while Seasonally Adjusted US Initial Claims declined by 7.4 percent over May. The other two US components in the Kentucky Leading Index performed poorly. US Retail Sales declined a modest 4.7 percent and US Manufacturer's New Orders Index decreased by a tiny 2.0 percent. The Kentucky Labor Intensity Index increased slightly for June, holding steady right at the 105.0 mark where it has hovered for nearly two years now.
Despite Setbacks, Area's Economy Inches Ahead 

http://www.courier-journal.com/apps/pbcs.dll/article?AID=/20060827/BUSINESS/608270474/1003
The Louisville area's manufacturing sector took its usual July dive as the two Ford plants had their two-week summer shutdown and the Explorer plant closed for an extra week to offset the sport utility vehicle's slow sales. Overall, there were 900 fewer manufacturing jobs last month in the 13-county metropolitan statistical area, which includes Southern Indiana, than in July 2005. 

Other sectors, including housing construction permits, are showing signs of weakness, but some broad measures show the area's economy continues to improve. 

There have been few mass job eliminations in the Louisville area this year. Cissell Manufacturing's announcement earlier this month that it would put 125 out of work when it closes its plant within six months was the most notable.  Early last year, job cuts of between 60 and 120 positions were announced at mortgage services provider FSS, International Paper and Borden Chemical. 

A key measure of economic strength -- total payroll in the Louisville metro area -- has been growing steadily.  So far this year, about $1.3 billion in wages have been generated each month, up from $1.26 billion last year and $1.19 billion in 2004. The figures, based on a formula developed by University of Louisville economist Paul Coomes, are drawn from occupational tax receipts. 

Employment in Louisville, including counties in Southern Indiana, had been increasing steadily this year until the manufacturing job losses pulled figures down last month. 

Still, at 609,000 jobs, the Louisville area is employing 7,000 more than it did in July 2005. Office and professional jobs, sought after as an alternative to the dwindling manufacturing base, rose to 72,000, from 69,800 in July 2005 and 66,200 in July 2004. 

Home construction has slowed, but the area's real estate market hasn't suffered as severely as those in other parts of the country, where housing prices skyrocketed in recent years. Permits issued by Louisville metro government for construction of houses took a sharp drop as usual in July and have been running about 25 percent behind last year's pace. Permits tend to lead sales of new homes by about six months. 

Kentucky’s Jobless Rate Up In July

http://www.workforce.ky.gov/newspub.htm#Aug.%2023,%202006
Kentucky’s seasonally adjusted unemployment rate rose from 5.8 percent in June 2006 to 6.3 percent in July 2006, according to the Office of Employment and Training, an agency of the Education Cabinet. July’s jobless rate was above July 2005’s rate of 6.2 percent. The U.S. seasonally adjusted jobless rate increased from 4.6 percent in June 2006 to 4.8 percent in July 2006, according to the U.S. Department of Labor. 

“The primary reason for the increase in the unemployment rate was a larger-than-normal drop in manufacturing jobs caused by vacation and model changeover shutdowns at Kentucky firms during the one-week survey period. July is typically the month that manufacturing facilities shutdown for a week or two for employee vacations or to upgrade, retool or make yearly product changes. When that falls during the same week that we take the employment surveys, you will see a large dip in the employment. The decrease in the number of nonfarm employment was close to the drop in manufacturing employment, so we will probably see a rebound in this area in August,” said Carlos Cracraft, the department’s chief labor market analyst.

“Kentucky was one of 42 states that had a higher unemployment rate in July 2006 than in June 2006,” said Cracraft. 

Louisville Housing Boom Is Slowing 

http://www.courier-journal.com/apps/pbcs.dll/article?AID=/20060825/BUSINESS/608250385/1003
The Louisville market for new homes is showing signs of a slowdown. Sales data on newly built homes in the area aren't available, but a key indicator of future plans -- building permits issued by Louisville Metro government for one- and two-family houses -- was off 31 percent in June and 41 percent in July. 

"We started seeing a slowdown last year around late summer and into fall," said Chuck Kavanaugh, executive vice president of the Homebuilders Association of Louisville. The condominium market -- accounting for about 30 percent of residential housing -- has been stronger and has supported new-home sales, Kavanaugh said. Including condos, the association figures sales of new homes are off about 25 percent from last year, after a big jump over 2004. 

"We're probably going back to where we were three or four years ago," Kavanaugh said. 

The market's not crashing, he said, noting that 11 of the 13 homes featured in the annual Homearama this year sold at prices ranging from $600,000 to $1.2 million. 

Builders are still building on contract, Kavanaugh said, but they're not putting up as many speculative houses -- those without commitments from specific buyers. 

Slowdown At Home In Lexington

http://www.kentucky.com/mld/kentucky/15346755.htm
After months of small gains, July home sales in the Lexington area plunged 15 percent below the July 2005 level, according to the Lexington-Bluegrass Association of Realtors.  Translated, that means 172 fewer houses, town houses and condominiums were sold last month than in July 2005, when 1,144 homes changed hands.  Worse yet, with the July decline, total sales for the first seven months of 2006 fell 1.8 percent below the same period of 2005. If declines continue, Lexington's streak of five consecutive years of record home sales will be in danger.

The median price -- half of all sales were higher and half lower -- was 1.65 percent less than a year earlier. However, the median price of homes sold in the first seven months of 2006 remains above 2005 levels by nearly 3 percent.

Locally, Realtors said it would take 5.9 months to sell the current supply of houses, compared with 3.3 months in July 2005. Owners put 1,747 houses up for sale in July, compared with 1,437 a year earlier.
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