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ECONOMY CONTINUING EXPANSION


PRICES STILL RISING   


MORE JOBS DEVELOPING


�
Houston's economic picture continued to glow in May as growth was reported for the 17th consecutive month. The Houston PMI was 62.9 for the month, with Sales and Production rates continuing to climb.





The Employment component of the PMI equaled its healthy level of April with only ten per cent of survey contributors reporting net job reductions for the month of May. 29% of those reporting saw employment increases in their organizations in May, that being nearly three times the number reporting increases in jobs one year ago. We are now in the seventh month of continuous job growth in Houston and the Sales and Production growth rates seem to point toward more new jobs for at least the next several months, quite possibly throughout the rest of the year and into 2005.





Purchases are now being made at rates not seen since early 2001, even in the face of prices that would forestall buying were it not for extremely low inventories and burgeoning sales opportunities.





Prices Paid continues to reflect areas of material shortages, particularly where metals and metal products are concerned. Some stabilizing of prices seems  to be developing,  even  as some of  Houston's 





purchasing pros are fighting hard to resist continuing cost escalation. Thus far, there has not been a significant dampening effect on the current economic growth as a result of upward price movement, however, some softening of costs will likely insure longer term economic improvement and should also encourage more capital investment. 





Lead Times on purchased goods fell somewhat in May, a further indication of market stabilization. The Lead Times component of the PMI has been at a ten year high for the past two months, placing considerable pressure on suppliers and customers alike.





Purchased Materials Inventories rose in May at the fastest rate since January of 1998. Finished Goods Inventories fell slightly. 





As has been the case in previous cycles, Houston leads the nation in the current recovery: the national ISM manufacturing index went positive in June, 2003 while Houston's PMI had swung to positive to stay in January of 2003. At the present time Houston's  numbers are almost in lockstep with the national index. Both appear to have a solid foundation for further growth, likely well into 2005.





�
Items in short supply: Co-poly PVC resin, nickel clad copper, seals & o-rings, steel, castings & forgings, hydraulic cylinders, fittings, pipe, plate, gasoline, fuels, oil based products, vaccine (Prevnar), electronic semi's, laminated FRP sheet products, all steel products, assembled electronic components, DRAM & FIFO, memory modules, state services for seniors, OCTG, casing & tubing, line pipe (10"-12"), inland (posted) barge rigs, bar and tube. 


Prices on the UP side:  Co-poly & homo-poly PVC resins, packaging plasticizer, fuel surcharges, steel tubing, electronic motors, hydraulic pumps, steel bar, electrical cables, vaccine, woven roving, epoxy resin, steel products, energy, lube oil, DRAM and FIFO, PVC, CPVC, all metals, most plastics, masking tape, paper & cardboard products, freight, steel castings & forgings, pipe, stainless steel, metal plate, copper wire, fuel, oils & lubricants, diesel for production equipment, paper & poly bags, bar and tube, aluminum, copper, nylon, metal fabrications, ocean freight, trucking.      


Prices on the DOWN side:  Computers, & components, copper PCBA's, injection molded parts, electrical products.


COMMENTS FROM SURVEY PARTICIPANTS





�
"Have stepped up continuous improvement cost cutting to offset some of the increases which can not be passed over." 





“Our business remains strong." “Steel tubing goes up monthly.”





“Prices are holding firm with our alliance partners.  Prices are increasing 3-5% with non-alliance customers."    





"Prices are on the upside for any steel & fuel related product."





"We are extremely busy, however, rumors of layoffs continue."





"Due to oil price increase, the cost for making raw materials will be slow to decrease in pricing." 





"Even though scrap is decreasing in price, it is slow in recovering from shortages."





"Prices are on the up side for raw metal products due to scrap, nickel, and cobalt, etc.  This will start to decrease after inventories of these products are used up."





"Census is high, hiring is back on track."  





"We can't move fast enough on new products.   The time to market is too slow."





"Record month shipping in April, this month looks good."





"Orders have come all at once, will work Sunday for first time to get this week backlog out.  Customer is paying a premium."





"Suppliers continue to increase prices based on metals markets and overseas demand."  





"Copper has leveled off - no price increases."





"Allocation issues are subsiding.  A lot of product is on order due to long lead times but will be delivered beyond the customers forecast.  This means customers are placing orders without confirmed end customer demand.  It also says customers do not forecast very well." 


  


"The quarter is off to a good start.  We are meeting our business plan.  Starting to see some spot shortages which are affecting our lead times.  Putting pressure on manufacturing to make up the lost time.  Customers are not adjusting to extended deliveries."





"We are very busy, some over-time and still hiring people." 





"Oil & gas business up strongly - steel prices & fuel prices are "over the top".   Lead times moving out."





"Nothing is in short supply but long lead times on stainless sheet and plate are preventing over -supply."





"Most stainless steel items are still rising, but stabilization should occur in June."





"We've noticed a definite decrease in new orders around mid-month.   Not sure what to expect in June."





"We are increasing drilling program to take advantage of high oil & gas prices.  "Blowin' & goin" non-stop right now."





"Firms that utilize JIT as an inventory strategy must be suffering.  You cannot reasonably be expected to plan for markets as they currently exist with scaled back budgets."





"We are beginning to be concerned about TL and LTL capacity in North America, especially in the Mexico routes.  This is an ominous sign for freight rates in '04 and '05."





"Guarded optimism, but metals prices and short supplies cloud the recovery."





"1QTR results were great. A positive sign."





"I need to be cloned!"  "Steel prices are finally heading down."





"Appears that new purchasing jobs are becoming available: Business is picking up!"





“Lots of surcharges - more than I have ever seen."
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(Note: Each monthly index was calculated by subtracting the "DOWN" percentage from the "UP" percentage.  The indices are not seasonally adjusted.)
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A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.											


