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HOUSTON ECONOMY SLOWS DOWN
Sales and Employment Leading Components
The Houston Purchasing Managers Index, a leading indicator of regional production, slipped into negative territory in November for the first time since December 2003, indicating that production in the Houston economy is likely to contract over the next three to four months. The November reading of 49.0 was 2.7 index points below October’s 52.7 reading.

The PMI has a possible range of 0 to 100. Anything over 50 indicates production gains over the near term; anything below 50 signals coming losses.

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.)  

Sales and Employment were the primary contributors to the November slide, each falling 15 points from October. By margins of 10% for Sales and 15% for Employment, respondents reporting declines over the month outnumbered those reporting increases.
Employment declined 15 points for the month, with 59% indicating a no change, 13% showing an increase and 28% reporting a decrease in manpower. For Sales, 28% reported over-the-month increases, but 38 percent reported declines.
The Houston PMI has fallen sharply since midyear. As recently as May and June, it posted readings above 60, a level that represents a strongly positive outlook. In the 58 consecutive months of readings above 50 before November, 36 were above 60. The Houston PMI averaged 61.7 in 2004, 61.5 in 2005, 62.0 in 2006 and 59.2 in 2007.  
Over the 12 months ending November, the Houston PMI has averaged 54.9, dropping below the 56.9 average since it was introduced in January 1995. The latest PMI data show that Houston has finally joined the downward national economic trend.
The overall forecast lacks the sense of optimism that our purchasing managers have expressed about the Houston economy in their responses.
Commodities in Short Supply:  
Varivax Vaccine, OCTG in heavier wall thickness for common sizes, Time – when the economy slows, hiring is postponed and those that are working work harder, Specialty metal valves, particularly from overseas; motors, Fabricated items. Any thing made out of steel, No delays, at present, Resin coated bauxite, Offshore Buildings for platforms are very long lead, Export Shipping Containers, Steel Reels.
Commodities UP in Price:
Vaccines, Quite a number of electrical products, such as wire, power cords, parts with copper.  Should see prices come down soon, Workover rigs, Some companies are still trying to pass on the transportation costs, Prices seemed to have stabilized for the time being, About the same, Transportation costs, Pricing has remained relatively stable on highly engineered items.  They are still up but holding.
Commodities DOWN in Price:  
fuel, computers and components, Scrap iron, all fuels, lubricants, diesel, Forklift batteries, lead scrap, FUEL, Surcharges are all lower, Assembled products that use copper, steel and other raw material have inventory of product paid at higher prices hence the assembled costs have not come down, Polyethylene resin & film product prices are dropping at a record pace right now, and still falling!, Fuel, copper, large equipment, Fuel, Poly Products, Expecting fuel surcharges to begin dropping soon – and hopefully going away, Gasoline, scrap metals,  All carbon and stainless products, Hoping to see some, OCTG, Linepipe and Oilfield services are starting to drop.  Expect a major downturn in first qtr. 2009.  Expect commodity prices to have a major impact on the O&G E&P activity, Scrap metal;  steel pricing has been on the down slope; Aluminum pricing has tumbled, Copper Wire.
WHAT OUR RESPONDENTS ARE SAYING ...
Our expansion is in full swing.  We are continuing to hire new employees to meet the demands of our expansion.
Drilling activities continue at a reasonable pace.  Dropping oil & gas prices have made certain gas workover projects economically infeasible at the present time.
Backlog is down.  Working very little overtime.
Sales are off 21%.  We now have too much inventory for the new, lower business level.  We are trying to pare it down and delay shipments.
I am looking for my personal bailout.  What does a small company with no debt, good credit history and bullish outlooks get from our government?
The market has changed significantly.  Companies have cancelled New projects and expansions.  Large rolling stock and milling equipment that had been in short supply in September is now readily available.  Equipment dealers have received much of their rental fleets back from rental.  I haven’t seen this large of a slowdown since the mid-80’s.
Still positive outlook for business in 2009 – watching the oil prices, which will dictate which capital projects to begin.       

Still sluggish – belief is the beginning of the year will see increase in sales & production.
Still in a ‘wait & see’ what economy’s going to do mode.

We are finishing 2008 in a very stable position.

Lots of year end promos to drive sales in a declining marketplace.

We have experienced a significant slow down in new orders over the past 60 days and are trying to understand how long this trend is going to last.  Overtime has been curtailed and some contract workers have been let go.  Some of our suppliers are seeing a similar trend while others have not.  Needless to say, we are proceeding cautiously.

We are seeing signs of an economic downturn when a lot of our suppliers are telling us that prices quoted several months ago are still valid, and other suppliers are telling us that they will be delivering our orders sooner because other customers are asking to delay their orders.
Prospects for 2009 look very good.  We have several major projects in house that are multiple year schedules.  Some projects, esp with smaller companies, are slowing down due to the financial crunch and the uncertainties attached to the pending new administration.

Very busy.
My company has reduced the forecast for the first quarter ONLY and is betting on a come back in the remainder of 2009.  Big gamble, but firm faith at this time.

Projects are slowing down, waiting for the economy to stabilize.

PMI Index Summary Table          
                                  November, 2008                                                         Index 2008 (9 months)

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

	 Sales
	28%
	31%
	38%
	3%
	
	12
	27
	42
	42
	35
	16
	5
	5
	-10

	 Production
	26%
	31%
	28%
	15%
	
	18
	3
	39
	28
	5
	5
	-5
	0
	-3

	 Employment
	13%
	59%
	28%
	0%
	
	-3
	11
	5
	-3
	-3
	3
	0
	0
	-15

	 Purchases
	31%
	36%
	33%
	0%
	
	29
	19
	32
	34
	0
	8
	-3
	-13
	-3

	 Prices Paid (Major Purchases)
	26%
	56%
	18%
	0%
	
	29
	57
	66
	61
	46
	49
	26
	13
	8

	Lead Times (from      Sellers)
	18%
	62%
	21%
	0%
	
	18
	27
	29
	21
	38
	30
	32
	0
	-3

	 Purchased Inventory 
	8%
	51%
	23%
	18%
	
	12
	-11
	24
	3
	0
	-3
	3
	0
	-15

	Finished Goods  Inventory
	13%
	51%
	21%
	15%
	
	9
	5
	11
	8
	-8
	0
	8
	-15
	-8


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


	 
	Dec07
	Jan08
	Feb08
	Mar08
	Apr08
	May08
	Jun08
	Jul08
	Aug08
	Sept08
	Oct08
	Nov08

	Composite PMI
	52.8
	52.4
	55.7
	54.2
	57.7
	60.6
	60.6
	57.3
	55.7
	51.5
	51.7
	49.0


* 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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