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ECONOMY IMPROVES FOR 20TH MONTH 


JOB GROWTH ACCELERATING    


PRICE INCREASES LEVELING


�
Houston's economy grew in August for the twentieth consecutive month, fueled by Sales and Production gains and by an Employment index that is nearing record-setting territory.  The PMI for August was 62.8, marking the seventh straight month of readings over sixty, and clearly indicating a healthy and improving Houston economy.





The Employment component of the August PMI was 27, a level not reached since February of 1998.  35% of survey participants reported manpower increases in their firms in the past month, while only 8% experienced a drop in jobs in August.  





Sales and Production results for the past thirty days show continued solid growth with about half of survey respondents reporting increases in both areas.  The Sales and Production indices turned the corner in January of 2003 after fifteen months of overall loses and have demonstrated double digit growth in nearly every month since then.  





The caveat to the economic growth picture continues to be high and rising prices. Although some moderation  has now  been in evidence,  concern about material costs is still expressed by many survey contributors. The Prices Paid index for August is 53, hovering at about the same point as in the prior two months. 55% of Houston purchasing pros reported higher prices being paid in August than in July while only 2% reported overall price decreases. Metals and metal products prices are still high and in some cases going higher.  Some pricing softness in these products is being reported but the tendency for prices to decline is very spotty.  Further price weakening is expected in the fourth quarter by many, although inventories are presently being augmented at prices that may not hold when those inventories are converted to finished products.





Lead Times are continuing to be a major problem in meeting the demand in the market and are not falling back appreciably.





Purchased Materials Inventories rose in August at the fastest rate since early 1998 and may have ended the five-year long effort to reduce overall inventories, both in Purchased and Finished Goods.  One third of those surveyed are making a concerted effort to increase their inventory holdings.


�



Items in short supply: Electronic components, semi-conductors, steel, steel bar & tube, paper, castings, forgings, steel products in general, tapered roller bearings, Prevnar vaccine, stainless fasteners, titanium bar, vehicular storage along US/Mexican border, dredging equipment, crew boats, outboard boats, production casing, integrated circuits (on allocation), TiO2 pigment, galvanized sheet, 2205 SS, drivers and trucks. 


Prices on the UP side: Plastic resin items, fabricated items, steel, paper products, poly products, metal, plastic shapes & resins, corrugated, natural gas, electricity, hydraulic pumps, fasteners, fuel, vaccine, couplings, castings, electrical components, pumps, gauges, transmitters, machined titanium parts, machined plastic parts, petroleum products, steel products, tubing & casing, fuel - diesel, oils & lubricants, epoxy resin, epoxy hardener, memory (i.c.), connectors, metal fabrication, TiO2 pigment, copolymer resins, packaging, stabilizers, plasticizers, freight, steel products (surcharges), nylon, polycarbonate, corrugated, transportation services (fuel charges), polymers, PVC products.         


Prices on the DOWN side:  Final assembly, computers and components, ADP equipment, fleet truck purchases, PCBA's, fasteners.


COMMENTS FROM SURVEY PARTICIPANTS





�
“Companies are bringing in more temporary labor to help them meet the increases in business that seem to be occurring."    





"Things picked up quicker than we could respond, causing chaos."





"Finding areas where we can find our raw product, or lead time (will be) into 2nd quarter 2005."





"Prevnar vaccine is now being allocated." 





"Finding a little silver lining - have reached levels that seem to be firm.   I am seeing some softening in some fields.  Lead times are going way out, 20 weeks on bearings - shades of the '80's."





"The level of business is good.   We probably will end the year being very strong."





"Company not replacing jobs that are vacated due to employees leaving.  I know of two layoffs last month."  





"Holding costs down continues to be a challenge, particularly in the metals and plastics areas.   Third quarter performance is strong and the fourth quarter is filling in nicely.  Going to have a good business year."





"The "oil-patch" is heating up - foreign and domestic.  Casting lead times have gone through the roof."





"Steel is still on rise - pricing that should have stabilized by now and even turned down a bit may last until 1st QTR '05."





"Petroleum products' pricing remains volatile."  





"Production is up with new wells coming on and pipelines have been completed.   Drilling budget program is increasing 15% to take advantage of the continued high oil & gas prices in 2004."





"Still overloaded.   Don't see easing any time soon." 


  





"TiO2 pigment deliveries are late and alternate suppliers are sold out." 





"The cost of freight is on the up side due to Union Pacific failures."





"We are having significant delays due to Union Pacific's problem.  The cost of trucking bulk materials to reduce the impact has killed the bottom line."





"Tight oil and refined products inventories, combined with historically high oil prices, are putting significant pressure on petroleum based commodities, including plastic resin.  This is also affecting transportation."





"Currently stable with no growth in the new future."





"International business is our focus for now.   No large projects domestically.  Asia, West Africa and South America are very active."





“We must resist upward pressures - we (purchasers) are the first line of defense against inflation - Let's help Greenspan keep it low!!!"





"The summer slow-down never happened.  Don't know what to expect for the rest of the year."





"Lead times are holding steady."





"Large customers/industry leaders who negotiated an increase in capacity in 1QTR '04 are now de-committing on the capacity originally requested."





"Lead times are moving out on some items & prices firming up a little."





"Still adding on direct labor."





�
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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.											


