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ECONOMIC GROWTH SLOWING
PRODUCTION AND EMPLOYMENT STRONG
INVENTORIES IN LINE  
Houston’s economy continues in a growth mode, but at a less fervent rate than earlier in the year.  July’s PMI of 60.4 is the lowest recorded in 2006, and furthers a trend of slow decline over the past four months.  See the chart below showing the past   
The slower rate of expansion is expressed in part by the Sales component, which contributed greatly to the high PMI earlier in the year, but whose index has fallen considerably since May.  Twenty-three percent of the survey participants reported a decrease in July sales compared to June.
Production took an upturn over last month.  Zero percent of those surveyed reported their production levels as down from June.  This is indicative of the reported sales backlogs and improving material availability.  Employment also improved with an index nine points higher than the previous month.  Forty percent of the reporting firms showed increases in employment. 

The other strong component contributing to this month’s PMI is Finished Goods Inventory.  With an index of -6, FGI is significantly down from the positive numbers seen since March.  The dip in Sales may reflect these lower inventory figures, however with the Purchased Inventory holding steady, firms should be in a fiscally healthy state.    
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Items in Short Supply:  Memory dimms, day rate tugs, barges and other marine equipment, barge rigs, land rigs, paper products, bronze raw material, stainless steel fasteners, capacitors, special connectors for down-hole tools, metal goods (carbon steel and copper), small OD (6.625” – 12.75”) carbon steel seamless pipe, large OD (14” – 24”) chrome-moly pipe, metal fabrication shop capacity. 
Prices on the UP Side:  OCTG tubing and casing, all marine equipment and rig rates, diesel fuel, electricity, paper products, energy, welded line pipe, winches, electrical wire, temporary labor, carbon steel, stainless steel, copper, PVC sheet, exotic alloys, chrome-moly, fuel, lubricants, vaccines. 
Prices on the DOWN Side:  Personal computers, office equipment, some electronics.
COMMENTS FROM SURVEY PARTICIPANTS

“Business is very good.  Our backlog continues to increase.”
“Price controls (are holding) through continued negotiation squeezes.”

“Continued business ‘streamlining’ to reduce operating cost is critical.”

“The company is looking for opportunities in other domestic areas.”

“We are in the middle of the summer cycle, which is our busiest time of year.”

“After months of sales increases we saw a drop in July sales.  We think this will rebound in August.”

“Census is high.  Gearing up for major expansion.”
“Busy month.  Trying to catch up…”

“Next month prices are expected to escalate based on higher fuel and transportation costs.”
“Shops are full, market favors seller, and deliveries for standard materials has effectively doubled.”

“Sales bookings are down this past month, but expect them to pick up again.  Production has finally been able to ship some projects, allowing everyone to come up for air before the next surge comes.”
“Our backlog continues to increase.  We are experiencing machine down-time; hard to get people out to work on equipment.”
“Stainless steel price increase for September could be highest ever.”
“Bronze goes up every week.  Think we are getting ready for another steel price increase.”
“New orders continue at a good pace.”

“Everything seems to be going in a strong trend up!”
“Our worst shortage is time.”

“We continue to look for and hire good people.”
“July was an incredible sales month.  Inquiries are large and real deals.”

“Rig count continues to rise!”

                                          July 2006                                                          Index 2005/2006 (9 months)
	
	UP
	SAME
	DOWN
	N/A
	
	NOV
	DEC 
	JAN
	FEB
	MAR
	APR
	MAY
	JUN
	JUL

	 Sales
	43%
	27%
	23%
	07%
	
	+50
	+44
	+59
	+47
	+55
	+60
	+55
	+37
	+20

	 Production
	27%`
	43%
	00%
	30%
	
	+39
	+35
	+63
	+33
	+50
	+40
	+29
	+22
	+27

	 Employment
	40%
	47%
	13%
	00%
	
	+14
	+17
	+30
	+33
	+29
	+40
	+29
	+18
	+27

	 Purchases
	50%
	37%
	10%
	03%
	
	+39
	+35
	+53
	+33
	+46
	+28
	+29
	+33
	+40

	 Prices Paid 

 (Major Purchases)
	40%
	43%
	07%
	10%
	
	+55
	+41
	+40
	+40
	+46
	+28
	+48
	+52
	+33

	Lead Times (from      Sellers)
	40%
	57%
	00%
	03%
	
	+34
	+38
	+37
	+33
	+42
	+56
	+52
	+59
	+40

	 Purchased Inventory 
	33%
	17%
	10%
	40%
	
	+00
	+00
	+16
	+06
	+25
	12
	+30
	+25
	+23

	Finished Goods  Inventory
	17%
	33%
	23%
	27%
	
	+00
	-02
	-6


	-10
	-4
	20
	+18
	+03
	-06


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

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

	Composite PMI
	62.9
	62.1
	59.2
	63.9
	62.5
	67.9
	64.4


	66.0
	64.2
	62.0
	61.1
	60.4


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