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HOUSTON ECOMOMY IMPROVED   
Purchases Lead the way!

The Houston Purchasing Managers Index, a leading indicator of regional production, moved up to 50.0, marking five consecutive months of improvement in September.  This is a 28% improvement since the March record low of 39.0 and the first time at or over 50.0 since October, 2008. 
The PMI, which indicates likely shifts in production volume three or four months in advance, now shows a signal that production has started to improve. 

The PMI has a possible range of 0 to 100. Reading’s over 50 indicate production gains over the near term; readings below 50, show coming contraction.  September is the Houston PMI’s first month at or over 50.0 after ten consecutive months in negative territory.
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.)  

The largest change among the eight com​ponents in September from August was in Purchases at +2, which continued to improve since the low of -43 in March.  There was an overall positive 5% shift of all categories to Same from Down between September from August.
Production improved from -15 to -5 PMI in September, well ahead of the -20 in February and April.   Purchased Inventory had a slight improvement of 6 points to -16 for the month.   Employment remained the same for 64% of the respondents, or -23 PMI which was a great improvement from the low of -48 in March.   Prices Paid (for major purchases), which fell consis​tently from +13 last October to a deeply de​pressed -48 in April, continued up to -18 in September. 

Purchased Inventory and Finished Goods Inventory, the two components of the PMI for which declines represent good news, both improved to -16 and -27 last month from -20 and -15 respectively in February.  

The Houston PMI has fallen sharply over the past 12 months. In May and June last year, it posted readings above 60, a level that repre​sents an extremely positive outlook for regional produc​tion.  Before turning negative last No​vember, the Houston PMI posted 58 consecu​tive months of positive readings that averaged a robust 59.1 for the past seven months.  In contrast, the Houston PMI has averaged 44.3 over the last twelve months.
The recent improve​ments of PMI components have finally taken us out of negative territory, indicating an improvement in the Houston economic picture.  The rate at which regional performance declines should taper, but it definitely appears Houston has started to rebound from the worst of the economic condition.
The National Association of Purchasing Man​agement - Houston has published the Houston Purchasing Managers Index monthly since January, 1995 as a service to its members and the wider Houston business community.

Commodities in Short Supply:  
N-95 Swine Flu masks, waterless soap , Lots….   Semiconductors, connectors, Allocations are in effect…  No Demand / No Supply … Long Lead-Time, “Whatever one needs most.”, none, Capacity utilization is at a high point which is increasing lead times.  There is a question of how long this capacity issue will continue.  Some say demand will subside – others say it will increase, None.

Commodities UP in Price:
Lots of commodities… cardboard boxes, connectors, Semiconductors, connectors, wire….  What is not up?, Stainless Steel, Janitorial services, Labor.  Upswing on some of building supplies, Copper is up.  Steel just a little, Steady, Forklift batteries, lubricants, ERW Pipe, All of the “ethylene” family of chemicals.
Commodities DOWN in Price:  
Linerboard still slipping further, “a thing of the past”, Copper, Computers and accessories, base oils.
WHAT OUR RESPONDENTS ARE SAYING ...

Healthcare
Expansion is in full swing.  Employment is on the rise.
Warehoused materials are down.  We are not a manufacturer.

Computer Manufacturing
60% of our orders are expected the last month of the quarter! But not coming as heavy as hoped.
Reduction of inventory total cost high on management priority list.

Oil & Gas {Mfg, Services, Contract Services}

Consolidation is 90% complete.  New orders have increased over August.
Business is steady- back log at 4-6 months.
Small upward trend in new orders.

Miscellaneous
Don’t look for much improvement during the last quarter of the year.  Budgets are being formulated and may be restrained through the first quarter of 2010.
While everything is negotiable now, look at more soft dollar areas and accelerate cost avoidance tactics rather than trying to remove all the profit from the suppliers.

Projects continue to be pushed out into 2010.

Electronics

Inventory has been taken out of the channel and now production lines are hand to mouth.  Since lead times have increased, the flexibility required to meet production demand is nonexistent.  Since many OEMs rely on contract manufacturers, OEM Materials managers are not engage fully to insure adequate assurance of supply.  This disconnect needs to be fixed.
Manufacturing
Quotes are gradually becoming Orders! A slight increase in Sales, Yippee…. Bring it on!
Very busy right now.  Not sure how long it will last, but thankful.
Miscellaneous
As more companies relocate into the Houston area, we should see a surge in the housing market and the associated retail businesses and employment, affecting the overall economy in a positive fashion.

PMI Index Summary Table          
                                  September, 2009                                                         Index 2009 (9 months)
	 
	UP
	SAME
	DOWN
	N/A
	
	JAN
	FEB
	MAR
	APR
	MAY
	JUN
	JUL
	AUG
	SEP

	 Sales
	30%
	41%
	25%
	5%
	
	-34
	-40
	-28
	-13
	-30
	-22
	-22
	-5
	5

	 Production
	18%
	48%
	23%
	11%
	
	-21
	-20
	-18
	-20
	-18
	-12
	-27
	-15
	-5

	 Employment
	7%
	64%
	30%
	0%
	
	-39
	-38
	-48
	-43
	-33
	-32
	-29
	-27
	-23

	 Purchases
	30%
	43%
	27%
	0%
	
	-39
	-30
	-43
	-38
	-35
	-20
	-22
	-22
	2

	 Prices Paid (Major Purchases)
	9%
	64%
	27%
	0%
	
	-32
	-38
	-40
	-48
	-43
	-24
	-27
	-22
	-18

	Lead Times (from      Sellers)
	18%
	55%
	27%
	0%
	
	-29
	-38
	-43
	-33
	-33
	-22
	-15
	-10
	-9

	 Purchased Inventory 
	9%
	50%
	25%
	16%
	
	-13
	-20
	-20
	-15
	-25
	-17
	-17
	-22
	-16

	Finished Goods  Inventory
	9%
	39%
	36%
	16%
	
	-13
	-15
	-13
	-18
	-25
	-12
	-27
	-24
	-27


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

	 
	Oct08
	Nov08
	Dec08
	Jan09
	Feb09
	Mar09
	Apr09
	May09
	Jun09
	Jul09
	Aug09
	Sep09

	Composite PMI
	51.7
	49.0
	45.4
	39.6
	39.6
	39.0
	40.9
	41.9
	43.5
	43.8
	46.8
	50.0


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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