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ECONOMY GROWTH RATE SLOWS

PRICES TAKE OFF
JOBS KEEP DEVELOPING 

The Houston economy continued growing in October for the thirty-fourth straight, although the rate of growth decelerated from that of the last six months. The PMI for October was 59.2, the first reading under “60” since March. Key to October’s slower rate of expansion was a Sales index that was forty per cent less than in September and a Production index that fell to nearly half of that reported a month earlier. Both of these indices were still decidedly positive, but both saw a significant number of survey contributors move from the “same” column of the survey to the “down” column, while the per cent of respondents in the “up” column was largely unchanged in the past month. 

This pattern was also in evidence in the Employment component of the PMI, where the percentage of participants reporting job increases remained about the same as in September, but many firms moved from “same” to “down”, resulting in a drop from 27 to 20 in the Employment index for the month. 

Sixty-five per cent of Houston’s supply chain pros took repeated hits in the form of price increases in October
 while only three per cent reported lower Prices Paid. 
The resultant index of 62 was the highest reported since the latter part of 2004. The “I” word (inflation) was not mentioned distinctly, but was being felt nonetheless as the range of material shortages broadened substantially during the past thirty days.  

Lead Times stayed mostly flat for the month with more than half of survey participants reporting no change in the shipping times required for the materials they buy.

The Purchases growth rate also slowed in October while still being on the up side. Thirty-eight per cent of Houston-area purchasers bought more while fifteen per cent bought less for the month. Nearly half of those reporting saw no change in their volume of buys.

Inventories, both Purchased Goods and Finished Goods rose in October at rates not much different than the last few months.

It appears as though Katrina and Rita are beginning to put noticeable pressure on existing supplies.  That will likely continue for some time but will bring along some significant, new business for many firms.

Items in short supply:  Lease trucks, hydraulic cylinders, petroleum based tubing, fittings, steel fabrications, argon, PVC and resin, galvanized steel, flat-bed trucking, tug boats, machining subcontractors, heat treat, coatings, inland barge and land rigs, marine equipment, Ti02, homo polymer resin, epoxy resin, catalyst, steel forgings & castings, lumber, gasoline, diesel, building materials, castings, polyethylene, dry ice.  
Prices on the UP side: Maintenance, chemicals, gasket material, loctite, PVC/CPVC components, pipe, fittings, valves, petroleum products, industrial gases, petroleum based tubing & fittings, motors, plastic parts, aluminum, PVC resins, nylon resins, carbon steel products, trucking, adhesive resins, polyesters, stretch wrap, solid resins, plastic bags, RSC boxes, rig rates, rowing rates, barges, Ti02, suspension resins, pigments, energy, calcium carbonate, freight, fuel, vaccines, epoxy resins, catalyst, ceramics, steel, rolled plate, castings, forgings, hydraulic valves, plastic related items, diesel, dry ice, carpet, tires, building materials, gases: oxygen, nitrogen, acetylene, natural gas, thermo plastic materials, copper. 

Prices on the DOWN side:  cartons, petroleum products, all stainless steel products, DCBA, electric components, nothing. 

COMMENTS FROM SURVEY PARTICIPANTS

"Vendor to support work along Gulf Coast - impacted by Rita and Katrina.  Expecting problems to exacerbate with Wilma."

"Petroleum products: on the up-side; despite recent downward price trends, Wilma may negate it.”

"Petroleum products have backed down from recent record highs."

"Raw material has leveled off.  Surcharges on castings have come down.  Energy surcharges are coming in constantly."

"Drivers and office personnel are items in short supply.”

Continued strong drilling activity drives sales upward." 

"Suppliers delivering (late) hurt production then the Rita panic finished us off last month."

"Items were In short supply due to hurricanes."

“Working hard after more layoffs, not looking good."

"Can't get materials in or out fast enough.   Busy, busy."

"Business is holding steady even without much business from the turnaround season.”

“Short term effects of Katrina/Rita are just now taking hold.  Larger term effects may impact transportation, steel, plastics even more, as rebuilding takes hold." 

“We're still not on production 100% due to hurricanes.  A lot of rigs need major repairs.”

“Business continues to be excellent.   Very little lost time due to the hurricane.”

Suppliers are introducing fees for deliveries from their vehicles ($6.00 per delivery).”

“Due to hurricanes Katrina & Rita there is a shortage of marine equipment.  Some tugs and barges were damaged creating a significant shortage out there.” 

"Inland barge and land rigs are difficult to come by, marine equipment, tugs and barges are all in high demand."  

“Ti02 and homo-polymer resin are both on allocation.”

"Almost every supplier has requested a price increase.  Some suppliers say they will stop shipping if you don't agree to a price increase."

"There is a potential shortage of flu vaccine."

"Census is still high due to Katrina and Rita."

"Katrina and Rita are impacting pricing and availability."

"Merger of two companies going well.  Two new hires in last month for clerical positions.  Relocating personnel and plants.  Business is up on spares." 

"High cost of our energy (utilities) will be our downfall, our backlog continues to grow."

" Manufacturing lead times will not improve until1st quarter 2006."

                                           OCTOBER                                                      Index 2005 (9 months)
	
	UP
	SAME
	DOWN
	N/A
	
	FEB
	MAR
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT
	
	

	 Sales
	52%
	38%
	07%
	03%
	
	+26
	+24
	+42
	+51
	
+34
	+45
	+46
	+45
	+26
	
	

	 Production
	38%
	34%
	07%
	21%
	
	+14
	+11
	+34
	+47
	+31
	+35
	+31
	+31
	+17
	
	

	 Employment
	34%
	59%
	07%
	00%
	
	+15
	+18
	+31
	+28
	+18
	+30
	+34
	+27
	+20
	
	

	 Purchases
	45%
	45%
	10%
	00%
	
	+18
	+39
	+36
	+23
	+46
	+48
	+38
	+35
	+23
	
	

	 Prices Paid 

 (Major Purchases)
	52%
	38%
	10%
	00%
	
	+52
	+49
	+34
	+25
	+25
	+27
	+22
	+42
	+62
	
	

	Lead Times (from      Sellers)
	45%
	48%
	07%
	00%
	
	+35
	+39
	+36
	+20
	+34
	+31
	+45
	+38
	+37

	 Purchased Inventory 
	21%
	38%
	10%
	31%
	
	+02
	+21
	+26
	+05
	+12
	+17
	+17
	+11
	+15

	Finished Goods  Inventory
	24%
	38%
	14%
	24%
	
	-02
	+08
	+17
	+03
	-03
	-10
	00
	+10
	+06


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

	NAPM - Houston
	11/04
	12/04
	01/05
	02/05
	03/05
	04/05
	05/05
	06/05
	07/05
	08/05
	9/05
	10/05

	Composite PMI
	60.8
	60.5
	61.7
	59.0
	58.2
	60.8
	62.9
	61.0
	63.7
	62.9
	62.1
	59.2


A reading above 50 indicates that the Houston economy is generally expanding; a reading below 50 indicates that it is generally contracting.












