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SLOW ECONOMY GROWTH CONTINUES
Purchased Inventory, Purchases and Prices Paid all UP!

The Houston Purchasing Managers Index was 53.2  in January.  The Houston area purchasing executives report that economic activity in the Houston area continued to expand in January for the tenth consecutive month in the latest NAPM – Houston PMI  Business Report.  This is the highest reading since May, 2009 when it registered 39.0.  This increase heightens confidence in Houston’s 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 January from December was the Purchased Inventory at 18, which improved 37 points since last month and from the low of -25 in May.  That was a 35 point improvement in eight months.
The Purchases PMI Index registered 27 in January, 25 points higher then the 2 posted in December.  Prices Paid (Major purchases) Index was up 14 points to +7 from -7 last month, but well above the low reading in April, 2009 of -48. 
The Sales PMI Index was 25 up from 19 in December.  This is a good signal of improved confidence in the economy.  Production was up 6 Index points to 18.  This activity supported the increase in Inventories.  Employment remained basically the same at -20 only improving by 1 point.  Since this is usually a lagging indicator we may not see any significant improvement in this category for a while.
Lead Times were up to 7 from 0 in December.  That is an indication again of future improvement. This indicator had been as low as -43 in March and been flat for a couple of months.  Finished goods only  improved from -7 to -5 in January.    

The Houston PMI had fallen sharply over the past 12 months. In May and June, 2008, it posted readings above 60, a level that repre​sents an extremely positive outlook for regional produc​tion.  Before turning negative last No​vember, 2008 the Houston PMI posted 58 consecu​tive months of positive readings that averaged 49.6 for the past seven months.  In contrast, the Houston PMI has averaged 46.0 over the last twelve months.  There has been an average improvement of 40 points since May, 2009.
The recent improvement of PMI components has 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 is rebounding 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:  
No shortage experienced this month, Lots….   Semiconductors, connectors, Electronic Components due to increased demand and reduced world wide manufacturing capacity, Allocations, Material constraints due to industry under forecasting and under producing, Lead times for PCB increasing due to supplier capacity, Manpower, Services are in short supply in some areas and not in others, Nickel Flake.
Commodities UP in Price:
Increase in contracted Medical/Surgical supplies in January, Temporary staffing services, Carbon steel, titanium, items purchased from overseas due to U.S. Dollar devaluation, Stainless & Carbon Steels are gradually increasing, Paperboard and linerboard increases should go up in 30 days, Meats and Poultry are slightly up attributed to clean and/or bio-fuels competing for livestock feed (corn/grain products), Pulp market has stayed tight in January in North America supported by moderately improved paper demand and reduced pulp-supply due to mainly weather-related pulp production constraints.  Paper industry remains subdued, Lots of commodities… cardboard boxes, connectors, Semiconductors, wire…, Some steel commodities; copper core cable, lubricants, copy paper, ERW Pipe prices are skyrocketing again, Services in some areas, homopolymer and copolymer resins, plasticizers, Corrugated boxes, Copper Flake, Nickel Flake, Zinc, Shrink Wrap, PTFE.
Commodities DOWN in Price:  
Computers & Components, The prices we get for what we make & sell, thus reducing margins, pallets, None.
WHAT OUR RESPONDENTS ARE SAYING ...
Healthcare
Check the Medical Industry out, there are jobs available in all areas.
Computer Manufacturing
The reduction in manufacturing capacity or closings due to the economy is placing pressure on electronic equipment supply.
Oil & Gas {Mfg, Services, Contract Services}

Some of the higher pricing may be the product of a slightly greater demand from consumers coupled with orders from distributors who have waited until the new year to replenish stocks.
We are shipping from backlog 2.42 times as much as new orders coming in.

OCTG starting to be short in supply; VAM Top connections delivery slipped from 1 month to 2 months.
Our sales are up from last month.  Rig count is up which seem to have a positive effect on our business.
Business is slowly picking up.

Electronics

Customers driving diversity and customization models.
Manufacturing
Don’t know what effect, if any, President Obama’s 
proposed tax increases will have on future business decisions, but right now our business is looking good.  We will be adding a few contract workers over the next couple of months to help handle the increased workload.  That may only be a two-month bubble, but we will have to wait and see.
New orders increased significantly in January.  Some of the increase because of new budgets, but regular business appears to be picking up.  If Congress would take another long break things would probably improve even more.

A slight increase in Sales.

Miscellaneous
Qualified employment candidates are more difficult to find.
Employment picture “brightening” some in W Texas.
Believe it or not things are looking up for the first time in over a year.  Let’s hope it lasts.
Resin producers raising prices despite flat economy and stable demand.  Increased raw material inventory after year end reduction. 

Lead times are reduced by locating local vendors and having them provide a floor stock.

PMI Index Summary Table          
                                  January, 2010                                                         Index 2009 – 2010 (9 months)
	 
	UP
	SAME
	DOWN
	N/A
	
	MAY
	JUN
	JUL
	AUG
	SEP
	OCT
	NOV
	DEC
	JAN

	 Sales
	41%
	36%
	16%
	7%
	
	-30
	-22
	-22
	-5
	5
	9
	11
	19
	25

	 Production
	25%
	52%
	7%
	16%
	
	-18
	-12
	-27
	-15
	-5
	-2
	-2
	12
	18

	 Employment
	9%
	61%
	30%
	0%
	
	-33
	-32
	-29
	-27
	-23
	-16
	-16
	-21
	-20

	 Purchases
	43%
	41%
	16%
	0%
	
	-35
	-20
	-22
	-22
	2
	0
	4
	2
	27

	 Prices Paid (Major Purchases)
	20%
	66%
	14%
	0%
	
	-43
	-24
	-27
	-22
	-18
	-24
	-11
	-7
	7

	Lead Times (from      Sellers)
	20%
	66%
	14%
	0%
	
	-33
	-22
	-15
	-10
	-9
	-9
	0
	0
	7

	 Purchased Inventory 
	27%
	48%
	9%
	16%
	
	-25
	-17
	-17
	-22
	-16
	-13
	-18
	-19
	18

	Finished Goods  Inventory
	18%
	43%
	23%
	16%
	
	-25
	-12
	-27
	-24
	-27
	-27
	-16
	-7
	-5


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

	 
	Feb09
	Mar09
	Apr09
	May09
	Jun09
	Jul09
	Aug09
	Sep09
	Oct09
	Nov09
	Dec09
	Jan10

	Composite PMI
	39.6
	39.0
	40.9
	41.9
	43.5
	43.8
	46.8
	50.0
	50.6
	51.2
	51.9
	53.2


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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