National Association of Purchasing Management - Houston, Inc.

PO Box 771203 - Houston, Texas 77215-1203 

NAPM - HOUSTON BUSINESS REPORT
November 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 LEVELS
Sales and Production Lead Components
The Houston Purchasing Manager’s Index increased .2 in October to 51.7 from September’s 51.5 indicating that production in the Houston economy will continue to grow at a slow 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.)  
Sale’s were the primary contributor to the PMI’s October performance:  36% of our respondent’s reported increases, while 31% reported no Change.  Production was up for 26%, the same for 33% and only down for 26%.  

Employment remained stable for the month with 64% indicating a no change, with 18% showing increase and 18% decrease in manpower.  
Purchase’s responses were basically the same as last months.  October respondent’s reported Lead Times declined by 23% and 54% the same from the level of activity of the previous month.
October was the 70th consecutive month that the Houston PMI has been above the neutral mark of 50 and there have only been 15 months since the end of 2004 have posted readings below 60. 

Over the 12 months ending October, 2008 the Houston PMI has averaged 55.5, dropping below the 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, but slowing.    
Commodities in Short Supply:  
Hep A Vaccine, None, so far, Large machined components, certain steel forgings, Larger valves are maintaining longer lead times.  Instruments (Oilfield type) are quoting longer lead times as is anything of CuNi, Tubing and casing shortages in all common grades and sizes, NONE.
Commodities UP in Price:
Paper products, plastics, No surprises, lately, Interstate truck shipments, Highly engineered & fabricated items still maintain longer lead times and higher prices.   CuNi pipe/ftgs are greatly increasing in cost and in lead times.  Instruments are also increasing in price, OCTG, line pipe & tubing and casing, Scrap iron, Continue to see price increases from China due to dollar devaluation and transportation costs increases.
Commodities DOWN in Price:  
gasoline, computers and components, Fuel, copper, Most commodities – steel, copper going down, oil, gas products, Polyethylene resin, Forklift batteries, smaller size valves are slightly less and have lead times which are stabilizing in the normal range, Fuels, gas, diesel and lubricants.  PCs and office equipment, ENERGY, The company’s stock!, Onshore Drilling Rigs, OCTG.
WHAT OUR RESPONDENTS ARE SAYING ...
Hiring is still on the incline in the Medical Industry.
Business seems to be picking up.
We are in a slow down period.
Quotation activity remains healthy, but new order bookings have slowed down considerably.  When materials are available, we are building up assemblies ahead of schedule or for stock just to keep our shop people busy.  Some of our suppliers are seeing a drop off in business while others continue to have more work than they can handle.  Very confusing business climate right now.  Perhaps now that the elections are over, business will return to a more normal activity level.
Finally.. new orders!  All is good.
The strong dollar in combination with the oil price drop has some clients review their budget looking to cut costs
One major trucking firm wanted a 400 % increase for the same shipment carried in March 2007.  Production man hours remain stable.

Employment picture shows signs of stress with some people freezing positions thru years end.
We have gone from booming to sluggish – some production lines are now inactive due to a lack of sales.

Upstream fabricator shops are mostly full, many through the 3rd to 4th Quarter of 2009.  This means the engineering efforts at these suppliers are also busy, making estimates/quotations take longer or receive NO BIDs due to the backlog.  If they are busy, so are their sub-suppliers,
Looking for opportunities to improve costs for production.  Changing to smaller compressors or larger ones depending on the impact on the bottom line.
Quarterly meeting reveals we will remain on course, no layoffs, expect a big push to finish up 2008 projects with funds allotted.  Next year we expect to scale down on projects, but we’re still very optimistic with O&G industry. Must focus on value for each purchasing dollar.
PMI Index Summary Table          
                                  October, 2008                                                         Index 2008 (9 months)

	 
	UP
	SAME
	DOWN
	N/A
	
	FEB
	MAR
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT

	 Sales
	36%
	31%
	31%
	3%
	
	24
	12
	27
	42
	42
	35
	16
	5
	5

	 Production
	26%
	33%
	26%
	15%
	
	3
	18
	3
	39
	28
	5
	5
	-5
	0

	 Employment
	18%
	64%
	18%
	0%
	
	7
	-3
	11
	5
	-3
	-3
	3
	0
	0

	 Purchases
	21%
	46%
	33%
	0%
	
	24
	29
	19
	32
	34
	0
	8
	-3
	-13

	 Prices Paid (Major Purchases)
	31%
	51%
	18%
	0%
	
	31
	29
	57
	66
	61
	46
	49
	26
	13

	Lead Times (from      Sellers)
	23%
	54%
	23%
	0%
	
	24
	18
	27
	29
	21
	38
	30
	32
	0

	 Purchased Inventory 
	18%
	46%
	18%
	18%
	
	17
	12
	-11
	24
	3
	0
	-3
	3
	0

	Finished Goods  Inventory
	8%
	49%
	23%
	21%
	
	-3
	9
	5
	11
	8
	-8
	0
	8
	-15


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


	 
	Nov07
	Dec07
	Jan08
	Feb08
	Mar08
	Apr08
	May08
	Jun08
	Jul08
	Aug08
	Sept08
	Oct08

	Composite PMI
	56.0
	52.8
	52.4
	55.7
	54.2
	57.7
	60.6
	60.6
	57.3
	55.7
	51.5
	51.7


* 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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