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HOUSTON ECONOMY CONTINUES DOWN
Sales, Purchases and Production Leading Components
The Houston Purchasing Managers Index, a leading indicator of regional production, continued deeper into negative territory in December indicating that production in the Houston economy is likely to contract over the next three to four months. The December reading of 45.8 was 3.2 index points below November’s 49.0 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, Production and Purchases were the primary contributors to the December slide, each falling over 10 points from November. By margins of 10% for Sales and 10% for Purchases and 12% for Production, respondents reporting declines over the month out numbered those reporting increases.
Employment remained constant for the month, with 59% indicating a no change, 11% showing an increase and 30% reporting a decrease in manpower. For Sales, 22% reported over-the-month increases, but 49% 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 54.4, 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 during 2008.
Commodities in Short Supply:  
No shortages apparent this month, jobs, Furniture has extended lead times due to slow down of production, Low-Temp material.  Some sizes [pipe & forgings], No delays, at present, Custom parts/components.
Commodities UP in Price:
We have been able to negotiate pricing on most commodities and capital due to the volume of purchases related to our expansion, non-essentials such as entertainment costs,  quality new hires, Asian Prices, HP, Lexmark and Brother toner, Xerox paper, About the same, Did not receive any general price increase notices this month.
Commodities DOWN in Price:  
Fuel, Computers and components, Gasoline, stock prices, mortgages, some housing, interest rates from banks, steel prices, computers & other electronics, Computer hardware, Polyethylene resins & film products continue to nose dive, The first announced decrease in linerboard came through, Steel, copper, oil, nat. gas, 16” – 24” seamless CS pipe down 7% - ¼” & ½” CS plate down 15%, Stainless products will continue to fall through February: then start rising, Hoping to see some , soon, Fuel, scrap metals.
WHAT OUR RESPONDENTS ARE SAYING ...
People who have been hit by layoffs or downsizing should check the Medical Field.  You don’t have to be a physician to work for a Hospital.
Opportunities abound for companies to save money by expanding their projects during this time of low costs.  Lock in material and labor costs now.
Homeowners refinance to lower your monthly payments.
The last half of 2008 saw a drop in sales volume.  Hoping for a good start for the New Year.
We had a Record fourth quarter, but the current quarter is bad and the word is that the next quarter will be worst.  We are taking aggressive action on all plains to avoid layoffs.

Last month we saw our PO’s being delivered sooner because other companies were asking our suppliers to delay their shipments, now we are starting to ask them to delay delivery of our PO’s.

We have started precautions for a slow down.
Releasing several drilling rigs; hiring freeze in effect; looking for ways to cut costs.

There are signs of recovery --- new orders are now coming 
in showing the worst may be over.
We are preparing for 2009 with a hiring freeze, salary cap and no increases for any employee making over 100K.  Hope to ride out the economy with some of these preventive measures as well as strategic Purchases.

Production & Employment constricting!  We have a guarded approach for Q1 09’.

Still some big jobs out there to get. Backlog good for 1st quarter, beyond that major Question marks
First Quarter forecast – excellent.

Very busy.

The year 2009 looks bleak for the energy (oil and gas) sector.

Business activity was down this month which we feel is directly attributable to the holidays and already spent budgets.  We anticipate our business activity to return to normal levels for January and, in fact, are seeing evidence of that in the first week of the new year.  We have already received several new orders for equipment with accelerated delivery requests.
PMI Index Summary Table          
                                  December, 2008                                                         Index 2008 (9 months)
	 
	UP
	SAME
	DOWN
	N/A
	
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT
	NOV
	DEC

	 Sales
	22%
	27%
	49%
	3%
	
	27
	42
	42
	35
	16
	5
	5
	-10
	-27

	 Production
	14%
	30%
	41%
	16%
	
	3
	39
	28
	5
	5
	-5
	0
	-3
	-27

	 Employment
	11%
	59%
	30%
	0%
	
	11
	5
	-3
	-3
	3
	0
	0
	-15
	-19

	 Purchases
	27%
	30%
	43%
	0%
	
	19
	32
	34
	0
	8
	-3
	-13
	-3
	-16

	 Prices Paid (Major Purchases)
	16%
	57%
	27%
	0%
	
	57
	66
	61
	46
	49
	26
	13
	8
	-11

	Lead Times (from      Sellers)
	14%
	62%
	24%
	0%
	
	27
	29
	21
	38
	30
	32
	0
	-3
	-11

	 Purchased Inventory 
	11%
	27%
	41%
	22%
	
	-11
	24
	3
	0
	-3
	3
	0
	-15
	-30

	Finished Goods  Inventory
	11%
	41%
	32%
	16%
	
	5
	11
	8
	-8
	0
	8
	-15
	-8
	-22


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


	 
	Jan08
	Feb08
	Mar08
	Apr08
	May08
	Jun08
	Jul08
	Aug08
	Sept08
	Oct08
	Nov08
	Dec08

	Composite PMI
	52.4
	55.7
	54.2
	57.7
	60.6
	60.6
	57.3
	55.7
	51.5
	51.7
	49.0
	45.8


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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