CFOs Optimism on U.S. Economy Dips to Two Year Low
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NEW YORK (Reuters) - Confidence among chief financial officers in the
prospects for the U.S. economy dropped to the lowest point in at least two
years, a quarterly survey released late Wednesday showed.
"While there are still more optimists than pessimists, this is the least
optimistic that CFOs have been in the last two years," said John Graham,
professor of finance at Duke's Fuqua School of Business and director of the
Duke University and CFO Magazine survey.

The survey, which queried finance chiefs globally, found that 46 percent of
U.S. CFOs were more optimistic about the economy than last quarter but that
was down from the 55 percent of CFOs who expressed optimism in the last two
quarters.

U.S. CFOs cited high health care as their chief concern. High fuel prices,
increased interest rates and fears of further regulation rounded out the
list of top issues.

Finance chiefs reported worries that increasing labor costs and the falling
dollar will cut into economic growth and that rising health care costs will
slow earnings and capital spending growth in the coming year, according to
the survey.

"The conventional wisdom, especially out of Washington, is that a weaker
dollar helps U.S. businesses," said Campbell Harvey, professor of finance at
Duke and founding director of the survey. "That's not what Main Street is
telling us...Many businesses cannot pass on the higher import costs and are
being squeezed by the dollar...Our exporters are seeing little or no action
even after a substantial depreciation."

Forty-seven percent of CFOs said the weakening dollar will hurt their firms,
citing the impact on material costs or imported inputs as a major factor
hurting companies. That compared to only 27 percent who said it will help.

However, a February study by the Federal Reserve Bank found little evidence
that the massive U.S. trade deficit, which has been a weight on the U.S.
dollar, will have a significant effect on U.S. economic growth.

On the interest rate front, 35 percent of CFOs said a Fed Funds rate of 3.0
is the highest level the rate can reach without slowing economic growth.
Another 29 percent cited a rate between 3.25 and 3.5 percent as the tipping
point.

"While the Federal Funds rate currently stands at 2.5 percent, the Wall
Street consensus calls for a Fed Funds rate of 3.75 percent by the end of
the year," Harvey said. "CFOs are telling us that a rate this high will
damage the economy."

Fewer than half of the finance chiefs expect employment to grow at their
companies compared with 60 percent in the last quarterly survey. This
sentiment has been reflected in other surveys of top executives.

Earnings are expected to grow 10 percent while capital spending should show
increase 5.4 percent, the survey found. But the finance chiefs said
technology spending would increase just 2.4 percent and ad and marketing
spending would rise only 0.9 percent -- less than one-third of the growth
predicted in last fall's survey.

