


National Association of


Purchasing Management - Houston, Inc.


PO Box 35698 - Houston, Texas 77235 


   


NAPM - HOUSTON BUSINESS REPORT


May 12, 2003 		    	                              by Douglas R. Miller, C.P.M.                                          713-988-7306





Copyright 2003 by NAPM-Houston, Inc.   All Rights Reserved





PMI CLIMBS FOR 4TH MONTH


PRODUCTION UP SHARPLY 


EMPLOYMENT STILL WEAK


�
The Houston economy grew for the fourth consecutive month in April, and at a faster rate than at anytime since July of 2001. The PMI (Purchasing Managers Index) measured April economic activity at 55.0, up from 54.0 in March.





The Production component of the PMI (there are eight components; see below) made a dramatic turnaround after twenty-one months of weak, mostly negative performance and reported +15 for the month of April, up from the -2 reported for both February and March. The percentage of survey contributors reporting increased Production for the past month rose from 18% to 25% while the number reporting decreased production fell from 20% to 10%. The turnaround was not unexpected since the Sales component had registered three months of increases and inventories in most firms are at very low levels.





The next domino to fall should be the Employment component of the PMI. That number has been below break-even for nineteen months, indicating a continuing job loss pattern. Now most firms find themselves at their lowest possible manpower levels and to increase production levels, whether for new Sales orders or to replenish inventory levels, will  mean 





adding headcount. If Sales continue what now appears to be a solid trend, Production rates have to grow, and that growth will not occur without additional hiring - in some firms a lot of hiring.  





Purchases of goods and services have been growing in three of the last four months, after sixteen months of reduction in purchase commitments (putting further pressure on Production and Employment levels) and therefore Lead Times are beginning to get noticeably longer. April recorded that longest Lead Time component since September '01.





The Prices Paid index is definitely firming, but even so, sixty-five percent of Houston's professional buying executives reported no change in the prices they paid in the past thirty days.  





Inventories are still being reduced overall but by a much smaller percentage as inventory planning begins to change. 





Houston is certainly looking stronger economically than at any time in the past two years, even as the ISM national manufacturing index continued to fall in April for the fourth consecutive month.





�
Items in short supply: Vessel availability/room from China to U.S., bar stock, castings, flu vaccine, hydraulic pumps, chrome pipe/fittings/flanges.


Prices on the UP side: Resins, transformer oil, ocean freight, medical packaging, plastic extrusion's, transportation, insurance, diesel, castings, forgings, electric winches, plastic packaging mat'ls, abrasive media sur-charges, gasoline, vaccines, rubber seals, lubricants, valves (hydraulic) & components, plastic valves/fittings, pump parts, resin based products-polyethylene, etc, bleached paper for bags, chromes/stainless piping products, machine work, co-poly & homo-poly resins, TiO2 (white) pigments, calcium carbonate fillers.    


Prices on the DOWN side:  Steel, services, gasoline, manufacturing, drills, taps, reamers, computers & components, large fabricated vessels/towers, contract labor rates. 





COMMENTS FROM SURVEY PARTICIPANTS





�
"Customers are proceeding cautiously with new purchases.  The market is very competitive."  





“We are not accepting increases.”





“Asia to U. S. container freight is becoming critical, both capacity and pricing, as low shipping margins have taken vessel capacity out of the market.   Severe pricing pressures, even before the peak retail shipping season.”





"Another slow month."





“Seems there is more confusion due to world economy and poor company directions.” 





“Given the slow-down in business we have established some long overdue pricing agreements.   Due to lay-offs, I'm seeing people switching jobs from buyer to seller.”





“Still cutting costs.   All contract employees have been released.  There is talk of new projects coming up soon."





“New orders have increased, requiring lots of overtime." 





“Business is reviving.  Inventories are selling.  We are in position to make the best of 2004.”





"Time and patience continue to be in short supply."





“There are no items in short supply-everything is in stock.  That's the problem.”





“Working overtime on emergencies only."





“We had a very good first quarter.   We expect Q2 to be down a fraction and then take off.  Year should be very good."








"This is going to be a lean month-shipments probable won't cover operating costs.  The projects we are doing are requiring a longer through-put time because of more customizing of our "standard" products."





“Resin fuel surcharge has been suspended.  It lasted 3-4 weeks, just until they were sure the resin increases took.”





"We saw a brief flash the last week of March, but then it disappeared!  April is looking really BAD!!"





"Another business unit is being sold.   The company continues to use asset sales to raise cash/reduce debt."





“Doing more work with less people."





“Budget for 2003 is about 50% of last year's expenditures due to company debt reduction & reorganization plans.”





“Prices are up in services related to logistics where fuel is involved.”





“Wire-line tool sales have dried up."





"Freeze on hiring-capital on hold-not laying off employees."





"Appears to be an underlying optimism that funds will be released for projects/more proposal work-unless that is reality by 3rd QTR, prospects are bleak for 2004." 





"Energy costs being blamed for numerous price increase requests."





"Several suppliers are requesting energy surcharges on all purchases."





�
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�
UP�
SAME�
DOWN�
N/A�
�
AUG�
SEPT�
OCT�
NOV�
DEC�
JAN�
FEB�
MAR�
APR�
�
 Sales�
33%�
33%�
19%�
15%�
�
+11�
-04�
-05�
-04�
-04�
+17�
+06�
+13�
+14�
�
 Production�
25%�
44%�
10%�
21%�
�
00�
-08�
-11�
-08�
-15�
+02�
-02�
-02�
+15�
�
 Employment�
10%�
68%�
19%�
00%�
�
-04�
-04�
-11�
-04�
-15�
-05�
-15�
-10�
-06�
�
 Purchases�
31%�
44%�
25%�
00%�
�
-05�
-07�
-16�
-11�
-22�
+11�
-05�
+02�
+06�
�
 Price Paid 


 (Major Purchases)�
29%�
65%�
06%�
00%�
�
+04�
+10�
-02�
-04�
-04�
-02�
13�
+27�
+23�
�
Lead Times (from      Sellers)�
15%�
85%�
00%�
00%�
�
+12�
+08�
-02�
+07�
-01�
-06�
00�
+06�
+15�
�
 Purchased Inventory �
15%�
30%�
17%�
38%�
�
-12�
00�
-13�
-20�
-24�
-16�
-11�
-10�
-02�
�
Finished Goods  Inventory�
15%�
27%�
29%�
29%�
�
-17�
+04�
-19�
-18�
-10�
-17�
-13�
-25�
-14�
�
(Note: Each monthly index was calculated by subtracting the "DOWN" percentage from the "UP" percentage.  The indices are not seasonally adjusted.)





NAPM - Houston�
05/02�
06/02�
07/02�
08/02�
09/02�
10/02�
11/02�
12/02�
01/03�
02/03�
03/03�
04/03�
�
Composite PMI�
51.1�
52.3�
51.3�
53.0�
48.8�
49.0�
50.7�
47.9�
53.4�
51.0�
54.0�
55.0�
�
A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.											


