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HOUSTON PMI INDEX STILL FALLING  
Sales, Production and Finished Goods Improved
The Houston Purchasing Managers Index, a leading indicator of regional production, only fell .6 of a point in March indicating that production in the Houston economy is likely to contract over the next three to four months. The March reading of 39.0 was just lower than February’s 39.6 reading.  Economic activity in the Houston Purchasing arena failed to grow in March for the 4th consecutive month said the Houston supply executives in the latest NAPM – Houston PMI Survey.
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.)  

Our respondents reported Sales, Production and Finished Goods Inventory a little better than last month, but that was offset by declines in Purchases, Employment and Lead-Time’s.  This resulted in the slight change to the PMI from last month.
Sales were reported at a 43% reduction for the month, with 40% indicating a no change and 15% showing an increase.  Production was the same for 48%, declined for 28% and rose for 10% of those reporting. 
Respondent’s reporting declines over the month for every single category.  Finished Goods Inventory reported over-the-month increases of 15%, with 45% percent reporting the same as last month.  Purchases were only reported up in 8%, with 43% the same and 50% down.
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. 

Over the last 12 months thru this March the PMI has averaged 50.6, dropping below the 56.7 average since it was introduced in January 1995. 
The latest PMI data show that Houston Is definitely on the downward national economic trend.
This month’s overall outlook indicates a continuing decline in the Houston Economy say the Purchasing Managers in March.
Commodities in Short Supply:  
No short supply at this time, Positive attitudes in a down market, Have not had a shortage problem, The business has not changed much from last month, Large OTR tires, None, Almost nothing, None, so far.
Commodities UP in Price:
gasoline, None, Copper, Some higher allow metals are maintaining elevated prices due to limited distribution inventories, quantities insufficient for mill orders, and lesser frequency of mill rollings resulting in increased extension of lead times, None, copper, certain exotic steels, None, All oil and gas supplies and services are coming down. Still, not fast enough to match dramatic decrease in existing oil & gas commodity prices.  Majority of O&G companies will have to shut down or severely cut back on operating levels until there’s a catch up, Very little – some product that increase regularly are going up, but they have also come down with some negotiations, None, so far, High spec. components.
Commodities DOWN in Price:  
Computers/components, Wages, Carbon Steel and related products, Still seeing a slight price decrease in steel.  Copper prices have leveled and have gone up slightly.  Copper prices are nothing like in 2008.  However copper has elevated a little in March.   Renegotiating blanket orders to reflect the change in cost due to reduced copper and steel prices, Carbon & Stainless, Oil, Nat. Gas, Coal, Computers, Printers, Service, Pipe, Linerboard and paperboard both dropped again, Brass, bronze, steel, corrugated, products that have had additional prices because of energy costs, etc., Steel fabrications, Memory – Hard drives.

WHAT OUR RESPONDENTS ARE SAYING ...
Healthcare
Hiring is at a stand still for the next few months.
Computer Manufacturing 
Although not on the books yet we are seeing strong order interest and quotes.  Prices greatly reduced on major systems.
Strong competition; all industries posturing to ride out the storm.
Oil & Gas {Mfg, Services, Contract Services}

Manufacturing orders are down in Oil & Gas as projects are being delayed.
Still working off of back log from last year.  New orders down.  Inventory is up due to material that was not able to be cancelled.  In long lead time material we have inventory for 3 months that was not able to be cancelled.

Orders to suppliers in Europe still have long lead times.  Working hard on cost reductions and bringing all subcontract work back in house.  Potential for layoffs 5-10% of work force coming by month end.
Sales backlog is down.  As rig count goes down so does our business.
Slow, but using the opportunity to evaluate costs.
We are entering our second phase of downsizing.  All orders are being moved out to the third and fourth quarter.

Long term projects still going strong. Now that it is a buyers’ market, suppliers are softening their T&C’s. So we are busy negotiating T&C’s.
Misc. Distribution
Houston is finally feeling the economic pressures.  Many companies are holding back investment until a solid return is evident.
Engineered items with good backlogs for 2009 are maintaining longer lead times and slightly higher prices than those competitors with lesser quality or secondary sales penetration.   While relationships are primary in this

market, it is very difficult to establish these with the major players which tend to lean toward “known” suppliers.
It appears we are getting close to a low pointing the economy. Feeling 3rd Q and 4th Q will commence recovery.
I believe that Sales people are coming out of the walls.  They have to get out and sell, sell, sell.  Lots of cold calls in person an don the phone.
Relatively quite, steady month.

We have one major project full speed ahead.  All others have been postponed until next year.

Manufacturing.

It seems all this talk about the financial crisis has got us in a funk.  I cannot understand why the Feds don’t let the banks go back to the system that existed before “Mark to Market”.  At least then the banks could keep their capitalization ratios up and the bailout money would be reduced.
Just coming out of a tough Feb and extremely tough March.  New orders are beginning to pick up.
Our suppliers are feeling the slow down.  Getting more random calls soliciting work that was not happening several months ago.   Some are laying off people, eliminating second shifts, and even going to 32-hr. work weeks.   Despite the downturn, still meeting great resistance to lowering prices particularly on off-the-shelf type commodities such as plastic sheet stock, electrical goods, electromechanical items and plastic pipe, valves and fittings.

Financial..

Vendors are offering deep discounts on service programs to utilize existing service personnel.

HARD tightening of non-interest expenses,  EVERYTHING is being examined and major cut backs are inevitable.
PMI Index Summary Table          
                                  March, 2009                                                         Index 2008 - 2009 (9 months)
	 
	UP
	SAME
	DOWN
	N/A
	
	JULY
	AUG
	SEPT
	OCT
	NOV
	DEC
	JAN
	FEB
	MAR

	 Sales
	15%
	40%
	43%
	3%
	
	35
	16
	5
	5
	-10
	-27
	-34
	-40
	-28

	 Production
	10%
	48%
	28%
	15%
	
	5
	5
	-5
	0
	-3
	-27
	-21
	-20
	-18

	 Employment
	0%
	53%
	48%
	0%
	
	-3
	3
	0
	0
	-15
	-19
	-39
	-38
	-48

	 Purchases
	8%
	43%
	50%
	0%
	
	0
	8
	-3
	-13
	-3
	-16
	-39
	-30
	-43

	 Prices Paid (Major Purchases)
	5%
	50%
	45%
	0%
	
	46
	49
	26
	13
	8
	-11
	-32
	-38
	-40

	Lead Times (from      Sellers)
	5%
	48%
	48%
	0%
	
	38
	30
	32
	0
	-3
	-11
	-29
	-38
	-43

	 Purchased Inventory 
	8%
	50%
	28%
	15%
	
	0
	-3
	3
	0
	-15
	-30
	-13
	-20
	-20

	Finished Goods  Inventory
	15%
	45%
	28%
	13%
	
	-8
	0
	8
	-15
	-8
	-22
	-13
	-15
	-13


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


	 
	Apr08
	May08
	Jun08
	Jul08
	Aug08
	Sept08
	Oct08
	Nov08
	Dec08
	Jan09
	Feb09
	9-Mar

	Composite PMI
	57.7
	60.6
	60.6
	57.3
	55.7
	51.5
	51.7
	49.0
	45.4
	39.6
	39.6
	39.0


A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.

* Corrected from last months report.
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