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PMI AT 2006 LOW
PRODUCTION LEVELS OFF 
PRICES AND LEAD TIMES ON THE RISE
Houston’s economic growth slowed for the second consecutive month.  May’s PMI of 62.0 is the lowest reported in 2006 and the lowest since October 2005 when the index dipped below 60.of 2006.  However a PMI of over 60 is still indicative of a very robust economy.  
One of the components that slowed this month is Production.  52 percent of the survey participants reported production levels as the same or decreased in the month of May over the previous month.  Compared to 66 percent of the contributors reporting Sales figures higher in May, production is lagging behind sales.  This is even more evident when you compare the two component’s indexes of 29 for Production and 55 for Sales.  

The Employment component reflects 63% of survey contributors with employment figures in the “Same” category.  Comments made on the survey indicate human resources have become a commodity “in short supply”.   

Prices Paid for Goods and Services and Lead Times are components contributing strongly to the PMI in May.  Zero percent of the purchasing professionals surveyed showed Prices Paid and Purchases “Down”, which on the flip side means 100 percent reported them as either “Up” or “Same” compared to April.  With the list of items in short supply increasing, Lead Times are no doubt affecting Production.
Items in Short Supply:  Some motors, spud barges, deck barges, tugs, other marine equipment, barge rigs, land rigs, drill rigs and equipment, vacta vaccine, 60” wide stainless steel sheets and plates, 72” wide carbon steel sheets and plates, stainless steel ring gaskets, fabrication shop capacity, batteries, hydraulic/pneumatic valves, transmitters, made to print seals and packings, microprocessors, PCA, optical disc products, API 6D valves.
Prices on the UP Side:  Freight costs and fuel surcharges, copper and copper products, copper wire, silver, gold, electric motors, OCTG tubing and casing, all marine equipment and rig rates, gasoline, vaccines, metal, plastic tubing and extrusions, all stainless steel products, most carbon steel products, 316 stainless steel material, paper products, polyethylene resins, ring gaskets, lubricants, valves.
Prices on the DOWN Side:  Wood pallets, resins, natural gas, hydraulic components, personal computers, office equipment, some electronics, computers and components.
COMMENTS FROM SURVEY PARTICIPANTS

“Normal slow time of the year but we are still busier than last year at this time.”
“Business continues at a good pace.”

“Significant amount of import activity in tubulars.”

“We are making capital expenditures to be able to resolve our delivery problems with the railroads.”

“We are beginning to get requests for energy surcharges again.”

“We are still working on insurance claim issues from hurricane Katrina.”

“We are looking for experienced Contract Specialists with purchasing background.”

“Management wants to ship all orders quickly but will not hire additional people.  This becomes difficult with so many ISO audits and paperwork to complete for new customers and vendors.”

“Business is very good.  Our back log continues to increase.”

“Excellent back log leading to solid second quarter.”


“Still hiring like crazy.  Back log out for years with lots of work.  Capital expansion projects and major purchases for in-house growth are on going.  Business is very good.”
“All shifts are running with increasing back log.”
“Skilled personnel, specifically machinists, are in short supply.”
“Safety with new, inexperienced personnel is becoming a concern.  Human resources are in short supply”
“High commodity prices are driving conservation.”

“We have added some help with expediting.  Receiving is backed up.  Vendors are causing problems with on time delivery!  Busy!”
“Our volume of orders is increasing.  We continue increasing our volume of production.”

“Backlog remains strong for the quarter, be we are seeing a drop off in one of our business segments.  We have lost a couple of orders on price – in a seller’s market, no less!”
                                          May 2006                                                          Index 2005/2006 (9 months)
	
	UP
	SAME
	DOWN
	N/A
	
	SEPT
	OCT
	NOV
	DEC 
	JAN
	FEB
	MAR
	APR
	MAY

	 Sales
	66%
	19%
	11%
	04%
	
	+45
	+26
	+50
	+44
	+59
	+47
	+55
	+60
	+55

	 Production
	44%`
	37%
	15%
	04%
	
	+31
	+17
	+39
	+35
	+63
	+33
	+50
	+40
	+29

	 Employment
	33%
	63%
	04%
	00%
	
	+27
	+20
	+14
	+17
	+30
	+33
	+29
	+40
	+29

	 Purchases
	48%
	33%
	19%
	00%
	
	+35
	+23
	+39
	+35
	+53
	+33
	+46
	+28
	+29

	 Prices Paid 

 (Major Purchases)
	48%
	52%
	00%
	00%
	
	+42
	+62
	+55
	+41
	+40
	+40
	+46
	+28
	+48

	Lead Times (from      Sellers)
	41%
	33%
	11%
	15%
	
	+38
	+37
	+34
	+38
	+37
	+33
	+42
	+56
	+52

	 Purchased Inventory 
	33%
	33%
	15%
	19%
	
	+11
	+15
	+00
	+00
	+16
	+06
	+25
	12
	-30

	Finished Goods  Inventory
	32%
	28%
	12%
	28%
	
	+10
	+06
	+00
	-02
	-6


	-10
	-4
	20
	-36


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

	NAPM – Houston
	06/05
	07/05
	08/05
	09/05
	10/05
	11/05
	12/05
	01/06
	02/06
	03/06
	04/06
	05/06

	Composite PMI
	61.0
	63.7
	62.9
	62.1
	59.2
	63.9
	62.5
	67.9
	64.4


	66.0
	64.2
	62.0


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


















