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ECONOMY GROWTH SLOW
Production and Sales on Rise!

The Houston Purchasing Managers Index was 51.9 in December.  Economic activity in the Houston area continued to expand in December for the ninth consecutive month since April say the Houston area purchasing executives in the latest NAPM - Houston Business Report.  This is the highest reading since May, 2009 when it registered 39.0.  This increase heightens confidence in near term Economic growth. 
The PMI, which indicates likely shifts in Production volume three or four months in advance, now shows a signal that production is continuing to move forward. 

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 was 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 December from November was in Production at 12, which continued to improve since the low of -27 in July.  That was a 14 point improvement from just last month index of -2.

Sales PMI Index registered 19 in December, 8 points higher that the 11 posted in November.  The industry recorded growth in new orders in December.  Prices Paid (Major purchases) Index was up 4 points to -7 from -11 last month, but well above the low reading in July, 2009 of -27. 
The Employment PMI Index was -21 down from -16 in December.  This reflects continuing layoffs and staff reductions.  Since this is usually a lagging indicator we may not see any improvement in this category for a while.
Purchases fell to 2 from 4 in December, but that is not enough to be very concerned about since Finished Goods Inventories, which have been -27 for the last several months increased to -16 last month and -7 this reporting period.  So it looks like they are building inventory for the hoped improved economy.
Purchased Inventory a components of the PMI for which declines represent good news, had a slight 1% increase to help the PMI Improvement.  

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 48.3 for the past seven months.  In contrast, the Houston PMI has averaged 44.9 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:  
HP Printers, Allocations …Long Lead Times, NONE, Various printers and technology items, None, None. 
Commodities UP in Price:
annual increase for medical/surgical supplies effective January 1, 2010, Lots of commodities… cardboard boxes, connectors, Semiconductors, connectors, wire….  What is not up?, Some prices going up on re-buys as vendors find out they under bid on the initial buy of fab and machined parts, NONE, Copper, zinc and 12-HSA continue to push upward. Petroleum based supplies e.g. shrink wrap will increase starting in January. Cardboard box prices pushing up without any justification in paper market, None.
Commodities DOWN in Price:  
Computers & components, NONE, Forged Hooks, United Partial Service up 5.7%, 1. Most of the downward shift is because of economic efficiencies e.g. utilization of full truckloads, deadheads, quantity buys, and pro-active salesmen to “buy before the upcoming price increase”.  2. “Spot buys” have offset some increases, None.
WHAT OUR RESPONDENTS ARE SAYING ...
Healthcare
Swine Flu pandemic has tapered off.  Employment is rising as our Expansion Project moves into 2010.
Computer Manufacturing
Shortages and prices are on the rise due to a World Wide reduction in capacity or closings due to the economy is placing pressure on supply and costs.
Oil & Gas {Mfg, Services, Contract Services}

Customer Quotes are gradually becoming Orders!  A slight increase in Sales. Keeping a pace.
Backlog of orders has kept us going strong in production so far.
Production has increased.  New orders are holding steady.  The worst may be over.
Our sales are up from last month.  Looking forward to a good new year.
Electronics

No comments this month.
Manufacturing
Workload is increasing as projects are being released out of engineering (both internal and external).  Customers still looking for short deliveries which are becoming more difficult to support as business improves due to the reluctance of vendors to increase capacity/staffing levels.
Miscellaneous
DECEMBER WAS HIGHEST MONTH IN SALES (SHIPMENTS) AND PROFITS FOR 2009. WE EXPECT 2010 TO EXCEED 2009 AS OUR MARKETS CONTINUE TO RECOVER.
Although January frequently brings price increases, suppliers are uncertain regarding any significant increases.  Some steel mills are attempting to increase prices based on decreased production.  The value of the dollar could enhance export activity.
Deliveries in some European countries are out on PVF materials due to significant activity from China.  Meanwhile manufacturers of engineered electronic equipment have been able to shorten deliveries significantly due to a slowdown in their booked orders.

1. Most chemical and raw material prices remain unchanged for December.  2. Order of the day is to take advantage of transportation and quantity discounts, and be proactive looking for “spot buys”. Note: Some inventory has artificially surged because of these “spot buys”.  3. Demanding local suppliers to vicinity stock because of winter and improve responsiveness. The company has promised to purchase items stocked specifically for this company. This has dropped lead times on many critical raw materials for manufacture. Some other companies balking at this idea are being evaluated for replacement. 

Responses may look bad, but this is a normal December for us.
PMI Index Summary Table          
                                  December, 2009                                                         Index 2009 (9 months)
	 
	UP
	SAME
	DOWN
	N/A
	
	APR
	MAY
	JUN
	JUL
	AUG
	SEP
	OCT
	NOV
	DEC

	 Sales
	42%
	28%
	23%
	7%
	
	-13
	-30
	-22
	-22
	-5
	5
	9
	11
	19

	 Production
	26%
	40%
	14%
	21%
	
	-20
	-18
	-12
	-27
	-15
	-5
	-2
	-2
	12

	 Employment
	9%
	60%
	30%
	0%
	
	-43
	-33
	-32
	-29
	-27
	-23
	-16
	-16
	-21

	 Purchases
	33%
	37%
	30%
	0%
	
	-38
	-35
	-20
	-22
	-22
	2
	0
	4
	2

	 Prices Paid (Major Purchases)
	12%
	70%
	19%
	0%
	
	-48
	-43
	-24
	-27
	-22
	-18
	-24
	-11
	-7

	Lead Times (from      Sellers)
	21%
	58%
	21%
	0%
	
	-33
	-33
	-22
	-15
	-10
	-9
	-9
	0
	0

	 Purchased Inventory 
	5%
	51%
	23%
	21%
	
	-15
	-25
	-17
	-17
	-22
	-16
	-13
	-18
	-19

	Finished Goods  Inventory
	19%
	37%
	26%
	19%
	
	-18
	-25
	-12
	-27
	-24
	-27
	-27
	-16
	-7


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

	 
	Jan09
	Feb09
	Mar09
	Apr09
	May09
	Jun09
	Jul09
	Aug09
	Sep09
	Oct09
	Nov09
	Dec09

	Composite PMI
	39.6
	39.6
	39.0
	40.9
	41.9
	43.5
	43.8
	46.8
	50.0
	50.6
	51.2
	51.9


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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