National Association of Purchasing Management - Houston, Inc.

PO Box 771203 - Houston, Texas 77215-1203 

NAPM - HOUSTON BUSINESS REPORT
September 10, 2008                                        by Mike Valant, C.P.M., A.P.P.
281 518-8575
Copyright 2007 by NAPM-Houston, Inc.   All Rights Reserved
HOUSTON ECONOMY GROWTH SLOWS
Prices Paid and Lead Times were Strong
The Houston Purchasing Manager’s Index fell in August to 55.7 from July’s 57.3 indicating that production in the Houston economy is likely to grow at a slower pace over the coming three to four month’s.
A reading above 50 is a sign of a positive outlook.    The PMI has a possible range of 0 to 100 and anything over 50 indicates production gains over the next one to two quarters.
The Houston PMI is based on diffusion indexes for eight indicators. (A diffusion index is simply the percentage of respondents reporting increases from the previous month less the percentage reporting declines.)  
Increased Prices Paid (Major Purchases) was the primary contributor to the PMI’s strong August performance:  57% of our respondent’s reported increasing Prices Paid, while just 8% reported declines.  Lead Times were up for 35%, the same for 59% and only down for 5%.  Employment also remained strong with only 14% indicating a reduction from last month.  
Sale’s was the primary source of the PMI’s decline from July to August. In August, the share of respondents reporting production gains exceeded the share reporting declines by 11%.
August is the 68th consecutive month that the Houston PMI has been above the neutral mark of 50 and there have only been 13 months since the end of 2004 have posted readings below 60. 

Over the 12 months ending August, 2008 the Houston PMI has averaged 57.0, matching its 57.1 average since it was introduced in January 1995. The latest PMI data show that Houston continues to buck the downward national economic trend.    
Commodities in Short Supply:  
Hep A vaccine, All sizes of workover rigs.  Tubing and casing, all common grades and sizes, NONE, Balance of supply and demand is good, Steel inventories appear to be shrinking slightly, All sizes of tubing and casing, None, Small bore 2” –  8” SMLS carbon pipe.  16 – 24 Hvy. wall SMLS carbon steel pipe, Metals, piping, major copper jobs,  Specialty Castings Continue to be a quality and lead time problem, Instrumentation Parts, No supply problems, Large valves continue to have long lead times. 

Commodities UP in Price:
gasoline, Both paperboard and corrugated (linerboard) have gone through, PVC Sheet Stock, Acrylic Tubes, Plastic Tank Fittings, Pump Parts, OCTG, line pipe & tubing and casing.   Everything, Scrap iron, diesel and other fuels, NONE, steady, About anything made from anything other than air (and I’m not sure about that), Lubricants, Steel, Anything CS is subject to PIE;  Items manufactured or fabricated from metals,  Domestic seamless carbon pipe just went up again and with demand still strong, no relief in sight.
Commodities DOWN in Price:  
Computers and components, PCs and office equipment, NONE, steady, Forklift batteries. Electricity, funny! DIMM prices fluctuating.
WHAT OUR RESPONDENTS ARE SAYING ...
We have broken ground on the four sites for our expansion.  It is full steam ahead.
Sales Dept. is seeing good RFQ activity, however converting them to sales has been somewhat slower than we would like.  Indications are that metals pricing is finally stabilizing and even may go down a little in the 4th quarter.  Seeing is believing.
Business is slow.  The political climate does not help.
Some pipe suppliers are requiring 50% upfront and 50% on delivery, with no payment terms.  It’s a seller’s market, but if oil and gas prices continue on a downward trend you will see this go away fast.
End users are increasing pressure on delivery schedules.
Acquiring longer term complex custom solutions orders as compared to quick ship standard products.

Contracted two new buildings to maintain level of production.
Commodity prices are coming down but they are not translating into lower prices yet.
Fuel surcharges accounts for about 25% of our transportation expenses.
We are in our slow down and usually pick up Sept / Oct..
Some Projects are being put on HOLD due to budget constraints associate with projected cost overruns.  Both PVF distributors and equipment fabricators are quoting short bid validities (3-7 days) on many items.

A lot of our equipment has to wait until other stuff is ready before the customers want it, and that other stuff has longer lead times.  So, while we are booking more new orders, production+employment+purchases+inventory remain relatively flat.

PMI Index Summary Table          
                                  August, 2008                                                         Index 2007 - 2008 (9 months)

	 
	UP
	SAME
	DOWN
	N/A
	
	DEC
	JAN
	FEB
	MAR
	APR
	MAY
	JUNE
	JULY
	AUG

	 Sales
	38%
	38%
	22%
	3%
	
	15
	14
	24
	12
	27
	42
	42
	35
	16

	 Production
	16%
	54%
	11%
	19%
	
	3
	0
	3
	18
	3
	39
	28
	5
	5

	 Employment
	16%
	70%
	14%
	0%
	
	6
	6
	7
	-3
	11
	5
	-3
	-3
	3

	 Purchases
	30%
	49%
	22%
	0%
	
	6
	0
	24
	29
	19
	32
	34
	0
	8

	 Prices Paid (Major Purchases)
	57%
	35%
	8%
	0%
	
	9
	31
	31
	29
	57
	66
	61
	46
	49

	Lead Times (from      Sellers)
	35%
	59%
	5%
	0%
	
	21
	6
	24
	18
	27
	29
	21
	38
	30

	 Purchased Inventory 
	11%
	43%
	14%
	32%
	
	6
	11
	17
	12
	-11
	24
	3
	0
	-3

	Finished Goods  Inventory
	16%
	43%
	16%
	24%
	
	6
	6
	-3
	9
	5
	11
	8
	-8
	0


	Note: Each monthly index was calculated by subtracting the "DOWN" percentage from the "UP" percentage.  The indices are not seasonally adjusted.
	
	
	


	NAPM – Houston
	Sept07
	Oct07
	Nov07
	Dec07
	Jan08
	Feb08
	Mar08
	Apr08
	May08
	Jun08
	Jul08
	Aug08

	Composite PMI
	58.6
	61.9
	56.0
	52.8
	52.4
	55.7
	54.2
	57.7
	60.6
	60.6
	57.3
	55.7


* All Numbers adjusted to due weighting correction in Feb, 08.
A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.
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